


CHANGES IN THE ADMINISTRATION OF 
THE PANAMA CANAL COMPANY 


I os 


= “Bt CaN 
JUN 19 1956 
HEARINGS neni 


EADING ROOM 


BEFORE THE 


SUBCOMMITTEE ON PANAMA CANAL 


COMMITTEE ON 
MERCHANT MARINE AND FISHERIES 
HOUSE OF REPRESENTATIVES 


EIGHTY-FOURTH CONGRESS 
FIRST SESSION 





ON 


H. R. 6917, H. R. 7645, and H. R. 7697 
A BILL TO PROVIDE THAT CERTAIN EXPENSES OF THE 
PANAMA CANAL COMPANY AND THE CANAL ZONE GOV- 
ERNMENT SHALL BE PAID FROM TOLLS, AND FOR OTHER 
PURPOSES 
AND 


H. R. 7564, H. R. 7239, H. R. 7305, H. R. 7393, 
~ and H.R. 7558 


A BILL TO MAKE CERTAIN CHANGES IN THE ADMINIS- 
TRATION OF THE PANAMA CANAL COMPANY, AND FOR 
OTHER PURPOSES 


DECEMBER 5 AND 8, 1955 


Printed for the use of the Committee on Merchant Marine and Fisheries 


UNITED STATES 






GOVERNMENT PRINTING OFFICH 
WASHINGTON : 1956 








COMMITTEE ON MERCHANT MARINE AND FISHERIES 
HERBERT C. BONNER, North Carolina, Chairman 


FRANK W. BOYKIN, Alabama 

EDWARD A. GARMATZ, Maryland 

EDWARD J. ROBESON, Jr., Virginia 

LEONOR K. (MRS. JOHN B.) SULLIVAN, 
Missouri 

T. A. THOMPSON, Louisiana 

GEORGE P. MILLER, California 

JOHN C. KLUCZYNSKI, Illinois 

JAMES A. BYRNE, Pennsylvania 

JOHN J. BELL, Texas 

T. JAMES TUMULTY, New Jersey 

IRWIN D. DAVIDSON, New York 

HERBERT ZELENKO, New York 

FRANK M. CLARK, Pennsylvania 

THOMAS LUDLOW ASHLEY, Ohio 

THADDEUS M. MACHROWICZ, Michigan 

E. L. BARTLETT, Alaska 


THOR C. TOLLEFSON, Washington 
JOHN J. ALLEN, Jr., California 
HORACE SEELY-BROWN, Jr., Connecticut 
TIMOTHY P. SHEEHAN, Illinois 
WILLIAM K. VAN PELT, Wisconsin 
JOHN H. RAY, New York 

WILLIAM 8. MAILLIARD, California 
FRANCIS E. DORN, New York 
THOMAS M. PELLY, Washington 
ELFORD A. CEDERBERG, Michigan 
A. D. BAUMHART, Jr., Ohio 
JACKSON B. CHASE, Nebraska 


Rautpu E. Casey, Chief Counsel 
BERNARD J. ZINCKE, Counsel 
JOHN M. DREwRY, Counsel 

FRANCES STILL, Clerk 


SUBCOMMITTEE ON PANAMA CANAL 


EDWARD A. GARMATZ, Maryland, Chairman 


LEONOR K. (MRS. JOHN B.) SULLIVAN, 


Missouri 
JAMES A. BYRNE, Pennsylvania 
T. JAMES TUMULTY, New Jersey 
THADDEUS M. MACHROWICZ, Michigan 


JOHN J. ALLEN, JR., California 
FRANCIS E, DORN, New York 
WILLIAM K. VAN PELT, Wisconsin 
WILLIAM 8S. MAILLIARD, California 


BERNARD J. ZINCKE, Counsel 
FRANCES STILL, Clerk 


It 


ITED ) STAIZS OF AMERICA 


CONTENTS 


Text of Page 
BH. 6017 . . as : | 
H. R. 7564 a : ; 2 
Statement of- 
Collins, John Winter Davis, president, United States Citizens Asso- 
ciation, Canal Zone_-_-_- : : 74 
Dilweg, LaVern R., attorney, United States Citizens’ Association, 
Canal Zone.i:.....<- 7 : s 71 
Gaskin, Edward A., president, Local 900, Government and Civie 
Employees Organizing Committee, affiliated with CIO i 135 
Kiley, Daniel Patrick, delegate of Local 397, International Brother- 
hood of Electrical Workers 7 : ; 146 
Lonemore, Mrs. Frances, in behalf of the United States Citizens Asso- 
ciation, Canal Zone_-_-_--- : i 97 
Lovelady, R. M., national vice president, American Federation of 
Government Employees, and president of Lodge No. 14 122 
Mayer, Robert E., president, Pacific American ee Associa- 
tion..... ; . ; i clad heed 6 
Rennie, mate. Mayr garet, in behalf of the United States Citizens Associ 
ation, Can: ; : 101 


Serum. z: 7 Governor of F the Canal Zone accompanied bv H igh 
M. Arnold, Colonel, Corps of Engineers, United States Army, 


Director, Engineering and Construction Bureau; B. I. Everson, 
Director, Transportation and Terminals Bureau; Paul Runne- 
strand, special assistant to Governor-P Tt sident Car al Zone Gov 

ernment, Panama Canal Company; W. Merrill Whitman, secretary, 


Philip L. Steers, Jr., comptroller; Hugh A. Norris, ( ama exec- 

utive pene staff; and William G. Arey, Jr., information officer 

Panama Car ial Company 151] 
Tyson, William S., counsel for Local No. 30, Canal Zone Pilots, Inter- 

national Ciienioniiun of Masters, Mates, and Pilots; accompanied 

by Capt. H. T. Longmore, president; Capt. Kenneth C. Roscoe 

vice president; Capt. W. C. Hearon, secretary; Capt. Julius Dietz; 

recorder; and Capt. William Wall, Canal Zone pilot 104 
Wagner, Walter, president, and Howard E. Munro, representative of 

the Canal Zone Central Labor Union and Metal Trades Council, 

AFL and CIO, of the Panama Canal Zone 38 

Additional information— 

Losses from business activities other than transits, 1954, excerpt from 

GAO audit report, 1954, submitted by Robert E. Mavyer_- . 32 
Lovelady, R. M., national vice president, American Federation of 

Government Employees, and president, Lodge No. 14, letter, Octo- 


ber 10, 1955, to Hon. George P. Miller_-_- a i cal 122 
Seybold, J. 8., Governor of the Canal Zone: : 
Cost of house presently renting for $37 a month 174 


Flight hazard to Balboa from planes taking off and landing at 


the Albrook Air Force Base runway__..-_-_~. es " 171 
Formula for establishing routes, ete____- ah eats 173 
Furnished list of plaintiffs in Grace Line et al v. Panama Canal 

nen sek , 165 
United States income tax withheld from payroll of t United 

States citizens employed on the Isthmus of Nenaen Canal 

Company and Canal Zone Government- ; 176 


Tyson, William S., lawyer and counsel for Local No. 30, Canal Zone 
Pilots, ete., letter January 13, 1956, to Hon. Edward A. Garmatz_- 119 


f 
Pia 











CHANGES IN THE ADMINISTRATION OF THE PANAMA 
CANAL COMPANY 


MONDAY, DECEMBER 5, 1955 


Hovse or REPRESENTATIVES, 
SURCOMMITTEE ON PaNnaMA CANAL OF THE 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Balboa Heights, Canal Zone. 

The subcommittee met at 9:30 a.m., pursuant to notice, in the board 
room, Administration Building, Balboa Heights, Canal Zone, Hon. 
Edward A. Garmatz (chairman) presiding. 

Mr. Garmatz. The committee will come to order. 

I believe that this is the first time that a subcommittee of the House 
Merchant Marine has held hearings in the Canal Zone. We are here 
because of the increasing pressure during the last year to change the 
basis of allocation of administrative expenses within the various activi- 
ties in the zone, the effect of which might be to place a larger burden 
on the residents. 

A number of bills have been introduced on this subject, and it is our 
purpose to hear testimony from the various interests on these bills. 
Our chief concern is H. R. 6917, H. R. 7393, H. R. 7564, H. R. 7697, 
and H. R. 7305. 

(H. R. 6917, by Mr. Garmatz, is similar to H. R. 7645, by Mrs. 
Sullivan, and H. R. 7697, by Mr. Dorn.) 

(H. R. 6917 is as follows :) 


[H. R. 6917, 84th Cong., Ist sess.] 


A BILL To provide that certain expenses of the Panama Canal Company and the Canal 
Zone Government shall be paid from tolls, and for other purposes 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 412 (b) of title 2 of the Canal 
Zone Code is hereby amended to read as follows: 

“(b) Tolls shall be prescribed at a rate or rates calculated to cover as nearly 
as practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances related thereto, including— 

“(1) the cost of reimbursing retirement and other funds and Government 
agencies under section 252 of this title, 

“(2) interest and depreciation (including interest and depreciation with 
respect to housing and other facilities provided solely for employees of the 
Federal Government and their dependents by the corporation or the Canal 
Zone Government), and 

“(3) an appropriate share of the net costs of operation of the agency 
known as the Canal Zone Government. 

In the determination of such appropriate share, substantial weight shall be given 
to the ratio of the estimated gross revenues from tolls to the estimated total gross 
revenues of the said corporation exclusive of— 

“(A) the cost of the commodities resold, 

“(B) revenues arising from transactions within the said corporation or 
from transactions with the Canal Zone Government, and 

“(C) revenues derived from supplying goods and services to employees 
of the Federal Government and their dependents. 
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2 ADMINISTRATION OF THE PANAMA CANAL COMPANY 


Revenues derived from supplying goods and services to employees of the Federal 
Government and their dependents shall not be used to pay any part of the costs 
of the Canal Zone Government.” 

Sec. 2. (a) Section 412 of title 2 of the Canal Zone Code, as amended, is 
amended by adding at the end thereof the following new subsection: 

“(f) No empolyee of Panama Canal Company and/or the Canal Zone Govern- 
ment shall be required to contribute a greater amount, directly or indirectly, for 
any fringe benefit than an employee in an equivalent position in any other 
department or agency of the Federal Government is required to contribute for 
the same or a similar fringe benefit.” 

(b) As used in this subsection the term “fringe benefit’’ includes all legally 
required employee remuneration over wage rates. 

Sec. 3. The amendment made by the first section of this Act shall take effect 


on the first day of the second calendar month which begins after the date of 
its enactment. 


(H. R. 7564, by Mr. Miller, is identical with H. R. 7239 by Mr. King, 
H. R. 7305 by Mr. Allen, H. R. 7393 by Mr. Mailliard, and H. R. 
7558 by Mr. Hosmer.) 

(H. R. 7564 is as follows:) 


[H. R. 7564, 84th Cong., ist sess.] 


A BILL To make certain changes in the administration of the Panama Canal Company, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the first sentence of section 245 of the 
Canal Zone Code is amended by inserting after “is hereby created,” the follow- 
ing: “in the Department of Commerce,” 

Sec. 2. The last sentence of subsection (a) of section 246 of the Canal Zone 
Code is amended by striking out “the President of the United States or such 
officer of the United States as may be designated by him’, and inserting in lieu 
thereof “the Secretary of Commerce”. 

_ SEC. 3. Subsection (e) of section 246 of the Canal Zone Code is amended to 
read as follows: 

“(e) The corporation is further obligated to pay into the Treasury as miscel- 
laneous receipts amounts sufficient to reimburse the Treasury, as nearly as 
possible, (1) for the annuity payments under article XIV of the convention of 
November 18, 1903, between the United States of America and the Republic of 
Panama, as modified by article VII of the Treaty of March 2, 1936, between the 
said Governments, and (2) for the annual net costs of operation of the agency 
known as the Canal Zone Government. The net costs of operation of the Canal 
Zone Government, which are deemed to form an integral part of the costs of 
operation of the Panama Canal enterprise as a whole, shall not include interest 
but shall include depreciation and the reimbursement of other Government 
agencies for expenditures made on behalf of the Canal Zone Government: 
Provided, That the cost of providing immigration and custom service for the 
Republic of Panama and the cost of rendering goods and services which would 
otherwise normally be borne by other departments of the United States Gov- 
ernment in its overseas trust territories and government reservations, and such 
portion of the cost of operating and maintaining roads, highways, sewers, and 
other such facilities and services, as is represented by the use of military 
personnel and their families (such portion to be determined by the ratio of 
military personnel located in the Canal Zone to civilian United States citizens 
in the Canal Zone, and citizens of the Republic of Panama employed by the 
Panama Canal Company and the Canal Zone Government), shall be borne by 
the respective Government agencies that would normally provide such services, 
and such agencies shall reimburse the Canal Zone Government annually for 
the services rendered on their behalf. In the event, however, that such reim- 
bursement is not made as hereinabove set out, or is delayed beyond the end 
of the fiscal year, then for the purposes defined in section 412 (b) such cost shall 
not be included in determining the net cost of operating the Canal Zone Govern- 
ment and the revenues of the Panama Canal Company, and the Canal Zone 
Government shall be credited as if such reimbursement had been made: Provided 
further, That the Canal Zone Government shall bill the Republic of Panama 
for the cost of providing schools for its citizens, and to the extent such bills 
are not paid, the Canal Zone Government shall be credited as if such bills had 
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been paid. The payments into the Treasury, referred to in this paragraph, 
shall be made annually to the extent earned and, if not earned shall be made 
from subsequent earnings unless the Congress shall otherwise direct.” 

SEc. 4. Section 247 of the Canal Zone Code is amended to read as follows: 

“Sec, 247. MANAGEMENT OF CORPORATION.—(a) The management of the corpo- 
ration shall be vested in an Administrator who shall be appointed by the Presi- 
dent of the United States, by and with the advice and consent of the Senate, and 
who shall receive compensation at the rate of $22,500 per annum. 

“(b) To assist the Administrator of the corporation in the execution of the 
functions vested in the corporation, there shall be a Deputy Administrator who 
shall be appointed by the President of the United States, by and with the advice 
and consent of the Senate, and who shall receive compensation at the rate of 
$20,000 per annum. The Deputy Administrator shall perform such duties as the 
Administrator may from time to time designate and shall be acting Administrator 
and perform the functions of the Administrator during the absence or disability 
of the Administrator or in the event of a vacancy in the office of the Administrator. 

“(c) There is hereby established the Advisory Board of the Panama Canal 
Company which shall be composed of seven members appointed by the President, 
by and with the advice and consent of the Senate, not more than four of whom 
shall belong to the same political party. The Advisory Board shall meet at 
the call of the Administrator, who shall require it to meet not less often than 
once each ninety days; shall review the general policies of the corporation 
including its policies in connection with design and construction of facilities 
and the establishment of rules of measurement for vessels and rates of tolls; 
and shall advise the Administrator with respect thereto, and shall perform such 
other functions assigned to it under the provisions of this tithe. Members of 
the Advisory Board shall receive for their services as members compensation 
of not to exceed $50 per diem when actively engaged in the performance of 
their duties, together with their necessary traveling expenses while going to 
and from meetings.” 

Sec. 5. Section 248 of the Canal Zone Code is amended to read as follows: 

“Src. 248. (a) GENERAL PURPOSE OF CORPORATION.—Tiue corporation shall have, 
as its major objective, the economic and efficient transiting of vessels through the 

-anama Canal. In effecting such major objective the corporation shall operate 
the Panama Canal, including the locks, channels, towing facilities, and other 
facilities used in actual transit and, to the extent found necessary to accomplish 
such purpose, it shall also operate facilities not used in actual transit; but such 
additional facilities shall be operated in a manner to be self-supporting. In 
determining whether or not a facility is self-supporting, the corporation shall 
allow as cost the items of overhead, maintenance and operation, depreciation, 
interest on investment, and a proportionate share of the net cost of the Canal 
Zone Government. 

“(b) GENERAL POWERS OF CORPORATION.—The corporation shall have and may 
exercise the following general powers, in addition to those elsewhere conferred 
in this article: 

“(1) Shall have perpetual succession in its corporate name, unless dissolved 
by Act of Congress. 

“(2) May adopt, alter, and use a corporate seal, which shall be judicially 
noticed. 

“(3) May adopt, amend, and repeal bylaws governing the conduct of its general 
business, and the performance of the powers and duties granted to or imposed 
upon it by law. 

““(4) May sue and be sued in its corporate name. 

“(5) May appoint such officers, agents. attorneys, and employees as may be 
necessary for the conduct of the business of the corporation, define their authority 
and duties, fix their compensation, delegate to them such of the powers of the 
corporation as may be necessary, require that such of them as it may designate 
be bonded, and fix the penalties and pay the preminums of such bonds. Persons 
employed by the corporation whose compensation is paid on any basis other than 
a per annum basis shall not be included in making computations pursuant to 
the provisions of section 607 of the Federal Employees Pay Act of 1945. The 
provisions of section 82 of this title, as amended, shall apply to the coporation 
and to the corporation and to its officers and employees. 

“(6) May enter into contracts, leases, agreements, or other transactions. 

“(7) Shall have, in the payment of debts out of bankrupt estates, the priority 
of the United States. 
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“(8)May determine the character of and necessity for its obligations and 
expenditures and the manner in which they shall be incurred, allowed, and paid, 
and may incur, allow, and pay the same, subject to the pertinent provisions of law 
generally applicable to Government corporations. 

“(9) May purchase, lease, or otherwise acquire, and hold, own, maintain, 
work, develop, sell, lease, exchange, convey, mortgage, or otherwise dispose of, 
and deal in, lands, leaseholds, and any interest, estate, or rights in real property, 
and any personal or mixed property, and any franchises, concessions, rights, 
licenses or privileges necessary or appropriate for any of the purposes expressed 
in this article.” 

Sec. 6. Section 249 of the Canal Zone Code is amended to read as follows: 

“Sec. 249. Specrric Powers OF CORPORATION.—Subject to the provisions of the 
Government Corporation Control Act, and insofar as consistent with the provi- 
sions of section 248 (a), the corporation shall have and may exercise the fol- 
lowing specific powers, in addition to those elsewhere conferred in this article: 

“(a) May maintain and operate the Panama Canal. 

“(b) May construct, maintain, and operate a railroad across the Isthmus of 
Panama. 

““(c) May construct or acquire vessels, and operate the same for transportation 
of passengers or freight and for other purposes. 

“(d) May construct or acquire, establish, maintain, and operate docks, wharves, 
piers, harbor terminal facilities, shops, yards, marine railways, salvage and 
towing facilities, fuel-handling facilities, motor-transportation facilities, power 
systems, water systems, a telephone system, construction facilities, living quarters 
and other buildings, warehouses, storehouses, hotels, a printing plant, commis- 
saries and manufacturing, processing or service facilities in connection therewith, 
laundries, dairy facilities, restaurants, amusement and recreational facilities, 
and other business enterprises, facilities, and appurtenances necessary or appro- 
priate for the accomplishment of the purposes of this article. 

“(e) May make or furnish sales, services, equipment, supplies, and materials, 
as contemplated by this article, to vessels, to agencies of the Government of the 
United States, to employees of the Government of the United States, and to any 
other governments, agencies, persons, corporations, or associations eligible to 
make or receive such purchases, services, supplies, or materials under the laws 
prevailing at the time and the policies heretofore or hereafter adopted con- 
sistently with such laws. 

“(f) May use the United States mails in the same manner and under the 
same conditions as the executive departments of the Federal Government. 

“(g) May take such actions as may be necessary or appropriate to carry 
out the powers in this article or hereafter specifically conferred upon it: Pro- 
vided, That the corporation shall undertake no new types of activities not in- 
cluded in the annual budget program prescribed by section 102 of the Govern- 
ment Corporation Control Act (except those which may be transferred to it 
under the provisions of section 246 (b) of this title): And provided further, 
That in the event an emergency is declared to exist by the Advisory Board dur- 
ing a period when the Congress is not in session (or by the Governor of the 
Panama Canal, with the concurrence of as many of the board members as may 
be consulted without loss of time unreasonable in the circumstances), recom- 
mended appropriate action within the scope of this article may be undertaken. 
A report on such emergency activity shall be presented promptly to the Congress 
when it reconvenes, for its approval and such action as it may deem necessary 
or desirable with respect to reimbursement through supplemental appropriation 
of funds to cover costs or losses arising from such emergency.” 

Sec 7. Section 253 of the Canal Zone Code is amended to read as follows: 

“Sec. 253. PAYMENT OF Excess FUNDs INTO THE TREASURY.—The Advisary 
Board shall have the power and duty to appraise, at least annually, the cor- 
poration’s necessary working capital requirements, together with reasonable 
foreseeable requirements for authorized plant replacement and expansion for 
not more than one fiscal year following such appraisal, and the Administrator 
of the corporation shall pay into the Treasury as dividends the amount of funds 
in excess thereof. Such dividends shall be treated by the Treasury as miscel- 
laneous receipts, but shall be treated on the books of the corporation as ap- 
plicable to reduction of past or future direct Government capital contributions 
(as provided in section 246 (d) of this title) in determining the base for interest 
payments required under section 246 (c).” 
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Sec. 8. Section 411 of the Canal Zone Code is amended to read as follows: 

“Sec. 411. AutHoriry To PrescrinE MEASUREMENT RULES AND TOoLis.—The 
corporation shall review from time to time and is authorized to prescribe and 
from time to time change (1) the rules for the measurement of vessels for the 
Panama Canal, and (2), subject to the provisions of the section next following, 
the tolls that shall be levied for the use of the Panama Canal: Provided, That 
the said corporation shall give six months’ notice, by publication in the Federal 
Register, of any basic rule of measurement or any rate of toll proposed to be 
prescribed, during which period a public hearing shall be conducted with respect 
to such proposal in accordance with the Administrative Procedure Act: Provided 
further, That basic rules of measurement and rates of tolls shall be subject to, 
and shall take effect upon, the approval of the President of the United States: 
And provided further, That the Court of Appeals of the Second Circuit shall 
have exclusive jurisdiction to review the acts of the corporation under this 
section and to compel corporate action unlawfully withheld or unreasonably 
delayed.” 


Sec. 9. Subsection (b) of section 412 of the Canal Zone Code is amended to 
read as follows: 


““(b) Tolls shall be prescribed at a rate or rates calculated to cover, as nearly 
as practicable, all costs of maintaining and operating the Panama Canal, to- 
gether with the facilities and appurtenances directly related thereto, including 
interest and depreciation, and a proportionate share of the net costs of operation 
of the agency known as the Canal Zone Government. The determination of such 
proportionate share shall be based on the ratio of estimated gross revenues from 
tolls to the estimated total gross revenues of the said corporation exclusive of the 
cost of commodities resold, and exclusive of revenues arising from transactions 
between divisions of the corporation or from transactions with the Canal Zone 
Government.” 

Sec. 10. The amendments made by this Act shall be effective after ninety days 
after the date of enactment of this Act. 

A number of local organizations have requested an opportunity 
to be heard. Im addition, Mr. Robert Mayer, President, Pacific 
American Steamship Association, has also requested a hearing. And 
following these witnesses, we hope to hear from the officials of the 

g ’ P 
Company and of the Canal Zone Government. 

And in addition to the bills, the committee is very much interested 
in the abandonment of the railroad and desires testimony on that sub- 
ject. A physical inspection of the railroad has been made by the 
members so that they may be fully informed of the situation. We 
hope if we have time that we may be able to spend a little more time 
on the railroad problem and look into the shops and the railroad 
over here on the Pacific side. 

The subcommittee realizes that a topic uppermost in the minds of 
most of the residents in the Zone is the effect of the treaty recently 
concluded with the Republic of Panama. But in order to effect 
many of its provisions, legislation will be required. A considerable 
part of the necessary legislation has been presented to the Bureau 
of the Budget for its consideration, but nothing has been brought 
before the Congress at present. And when it is before us, full con- 
sideration will be given to the bills and to your representatives, who 
will be given on it all time necessary to present their views. But since 
there is nothing presently before us, it is requested that testimony 
on implementation of the treaty be held to a later date. 

As you know, our time is necessarily limited, and we hope that 
everyone has a chance to express his opinions fully; but in fairness 
to the others, it may be necessary to limit the oral testimony. How- 
ever, the subcommittee is prepared to receive any statements on the 
subjects to be discussed, and they will be inserted and printed in 
the record. Of course, it cannot be expected that the problems that 
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have been becoming increasingly important in the Zone during the 
recent years will be solved overnight, but the subcommittee is hopeful 
that these hearings and others to be held in Washington early next 
year will result in some substantial progress toward that end. 

Our first witness to appear this morning is Mr. Robert Mayer, 
President of the Pacific American Steamship Association. 

If I may say this, gentlemen, before introducing the witness, to 
my right is Congressman Byrne of Philadelphia, Pi acicicenen Tu- 
multy of New Jersey ; 3 and to my left is Congressman Allen of Cali- 
fornia; next to him is Congressman Dorn of New York, and Con- 
gressman Mailliard of California. There’s one member of the com- 
mittee who is absent this morning; we expect him here for the after- 
noon session; that’s Congressman Van Pelt from Wisconsin. 

Congressman Allen ? 

Mr. Auten. Mr. Chairman, I’d like to add that so far as I’m per- 
sonally concerned, our committee is charged with the general super- 
vision of the manner in which laws which have come from it are 

carried out, and there, in a general way, I would be interested in 
hearing from time to time any comments on the manner in which 
the laws which were passed, particularly the Thompson bill of 1951, 
have succeeded in their actual operations. 

One other slight comment on your statement: I think the commit- 
tee is interested in the question as to whether the railroad should 
be abandoned, not in its abandonment. 

Mr. Garmatz. I stand corrected. 

Any other member have a statement, any remarks at this time? 

(No response.) 


STATEMENT OF ROBERT E. MAYER, PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Mayer. On behalf of the American flag steamship operators 
on the Pacific coast as represented in the Pacific American Steam- 
ship Association, I should like to express appreciation to the com- 
mittee for this opportunity to furnish our views concerning legisla- 
tion now before the committee relating to the Panama C anal Com- 
pany and the Canal Zone Government. 

The Pacific American Steamship Association represents a minority 
of the Ainerican flag operators since we represent only Pacific coast 
lines and Atlantic coast lines doing business in the Pacific. Our asso- 
ciation has taken a particular interest in the subject, however, because 
a much larger portion of the entire ocean commerce of the three 
Pacific Coast States of the United States transits the canal than does 
the ocean commerce of the Atlantic coastal States or the Gulf States. 
Our total commerce is not as large as that of the Atlantic but a larger 
percentage of our total must transit the canal, and, therefore, operat- 
ing costs as affected by the canal are greater factors in our encourage- 
ment of ocean shipping. 

While I am not authorized to speak for the American Merchant 
Marine Institute and the Association of American Ship Owners, 
both headquartered in New York and who with us m: + up the 
balance of the industry, I am confident that I can say that in gen- 
eral they support the legislation which we desire to discuss and that 
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in general they accord our views on it. To the extent I should find 
this not true, I will notify the committee at a later date. 

Before discussing our legislative proposals, I should like to st: ite, 
that while we do not by any means term ourselves experts on the 
Panama Canal, Mr. Harmon, who accompanied me here last year 
and is here now, and Mr. Kroll, who is here on this visit, join me 
in saying that we have no criticisms to offer from a purely operating: 
standpoint. Our trips here have been extremely valuable to us, and 
we have learned that only by first-hand observation and depth inter- 
views with key people can one form a proper basis for conclusions 
about the operation. The actual business of moving vessels from one, 
terminal to another appears to be handled with a high degree of, 
efficiency. Vessels are shut out even though they arrive before the 
3 p.m. deadline, but until we make more studies, we are not prepared 
to make any requests upon the management of the Company for op- 
erating changes. This is not to say that we might not in the fi- 
ture, but merely that until we know more we do not feel justified 
in requesting more overtime, more lock crews, or a longer operating 
span per 24 hours. That is under continuing study by us and when: 
we do arrive at some conclusions, we will communicate with the Com- 
pany. 

We feel also that considerable credit is due the present manage 
ment of the Company and the Government for economies and in- 
creased efficiencies that have been brought about during the difficult 
transition lege of reorganization since Public Law 841 became: 
effective July 1, 1951. The management has been required to institute 
fundamental changes, and at the same time perform the day to day 
ope ration of a tremendous and vital defense and commercial utility. 
Canal employees have undergone adjustment in procedures and status 
and kept the work of the canal going. 

We do not feel that more economy and efficiency is not possible. The 
General Accounting Office in its 1954 (latest) audit report has sug- 
gested to the Congress means by which about $9.7 millions more in 
annual savings can be made by adjustments relating to commissaries, 
the steamship line, the railroad, and the ratio of United States to 
local employees. ‘These recommendations are now before you, andi 
we have not prepared to comment upon them during these hearings, 
except in the case of the railroad. We understand we will be asked 
to comment later on that when it is taken up specifically. 

The areas of difference which we do feel exist result from present 
provisions of the Canal Zone Code and from canal management’s 
interpretations of certain code sections, which we must Foeeae have 
been arrived at by the management and the Board of Directors in 
good faith after advice of counsel. 

One other point of difference lies apparently in policies of the 
Bureau of the Budget, which canal management feels prevent them 
from supplying us with very vital information affecting the financial 
structure of the canal and the toll rate. This will be made the sub- 
ject of a separate communication to the chairman of this committee’ 
since it does not involve legislation. 

Numerous changes in the bills are suggested in the following state- 
ment. These result from discussions with canal officials and repre- 
sentatives of the Central Labor Council, AFI—Metal Trades and the 
United States Citizens Association, as well as from further review 
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of the bill in past week. We feel that the bills containing our pro- 
posals to a reasonable degree accomplish the principle sought in bills 
supported by these employee groups, though we do not presume to 
speak for either of them. And we don’t intend them to speak presuma- 
bly for us. I think as we go through this and understand the detailed 
proposals in this bill and those in bills which have been supported 
by employee groups, you will find specific areas of agreement not at 
all difficult to identify. One in particular, and which I think tells 
the story more than others, is that we suggest a Bureau of Labor Sta- 
tistics ceiling on all cost-of-living items down here. That accords in 
principle to the objective of the employees to the effect that certain 
items that they purchase will not have to absorb interest, depreciation, 
and all of the other items of self-support. So there’s a very large 
agreement in opinion, but, of course, must not presume to speak for 
them. 

The legislation which we should like to discuss might be called the 
Allen-Mailliard-Miller bills, being H. R. 7305, 7398, and 7564, re- 
spectively. Companion House bills have also been introduced by 
Messrs. Hosmer and King who are not members of your committee. 
Senator Magnuson, chairman of the Interstate and Foreign Com- 
merce Committee, has introduced the same bill in the Senate (S. 2167). 

Two of the major objectives sought by this legislation have to do 
with fields of heavy annual expense to the Company, which we feel 
can and should be largely avoided. A very brief comment on the 
background of the canal is helpful as an introduction to a discussion 
of these costs. 

Previous to the reorganization of the canal by Public Law 841 in 
1951, the Panama Canal was a regular Government agency, that is, a 
spending agency not subject to the Government Corporations Control 

ct. Your committee and the Senate Interstate and Foreign Com- 
merce Committee held lengthy hearings and made lengthy studies of 
the subject at that time and came to the conclusion that a more orderly 
conduct of this important defense and commercial utility would result 
from a separation of the Government and business functions. Your 
committee recommended, and the Congress agreed in passing Public 
Law 841, that the Panama Canal be divided into two organizations, 
one being the Panama Canal Company, to handle all business func- 
tions, including operation of the canal itself, and the Canal Zone 
yovernment to handle all Government functions which, of course, are 
necessitated by the fact that we must have a large group of people here 
to accomplish the operation of the canal. It was the intent of Con- 
gress that the various business activities of the Company be self-sup- 

orting. Naturally, toll revenues would be required in large part to 
nance the Canal Zone Government, as well as to finance those Com- 
pany activities involved in ship transits. 

The proposed legislation now before us arises in large part out of 
the fact that these business activities are not self-supporting to the ex- 
tent that Congress intended. Another major factor prompting this 
legislation is a heavy Canal Company cost resulting from its financing 
services ordinarily supplied by other Government agencies. 

The two large expense objectives of the legislation are: 

(1) To relieve commercial cargoes transiting the Panama 
Canal of the expense involved in furnishing services the responsi- 
bility of other oonammant agencies, and 
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(2) To relieve commercial cargoes transiting the Panama 
Canal of a certain portion of the financial losses sustained each 
year by certain of the business activities at the canal. 

Together, as far as we are able to estimate from the limited informa- 
tion available, these two expense items total from $7 million to $8 
million per year. When it is noted that the preliminary financial 
statement for the canal for fiscal year 1955 indicates a profit of $518,- 
000, the importance of recovering to the Company as much as possible 
of this $7 million to $8 million expense is evident. This is so because 
each year interest must be paid to the Government, through tolls, on 
the net direct investment of the Government in the canal. The law 
requires that profits be used to reduce this investment. To the extent 
that we can reduce it year by year, we reduce the interest expense, 
which last year was around $9 million. This large yearly expense is a 
lever upward on tolls and downward on employee benefits. 


OTHER GOVERNMENT AGENCY SERVICES SUPPLIED BY THE CANAL ZONE 
GOVERN MENT 


In general, the usual United States Government agencies which op- 
erate in the continental United States are not present in the Canal 
Zone. The Canal Zone Government, therefore, furnishes such services. 
We are speaking of such things as narcotics enforcement, which is the 
job of the Narcotics Division of the Treasury Department, the opera- 
tion of a Federal prison, which is the function of the Bureau of 
Prisons, the enforcement of a broad range of Federal statutes, which 
is the function of the FBI, and others. These, and other similar ac- 
tivities, all of which are not known to us, are performed here by the 
Canal Zone Government. Under present accounting, tolls are paying 
for over 80 percent of the cost of the Canal Zone Government. There- 
fore, tolls are paying for services normally provided by the other 
Government agencies. 

Within the continental United States, the general revenue of the 
Treasury finances such services. In other United States territories, 
such as Guam and the Virgin Islands, the Federal income tax collected 
from American citizens residing in such areas is remitted back to the 
local governments to be used by them to finance their activities. Such 
is not the case in the Canal Zone. Therefore, to equalize the situation 
here with others, there either should be such an income tax “plow- 
back”, or a provision for reimbursement of the Canal Company for 
services it performs which are the job of other agencies. It has been 
suggested to us by Government offices that the interagency reimburse- 
ment method would be preferable to the income tax “plow-back” 
method in the Canal Zone because of a difference in nature of the 
Government activities here. 

We, therefore, urge such reimbursement, and it is sought in section 
3 of the bills we are discussing, which section would amend Section 
246 of the Canal Zone Code. It commences on page 2, line 17, and ends 
on page 3, line 23, and the language seeks to accomplish reimbursement 
of the Canal Government for the following items: 

(1) The providing of Immigration and Customs service for the 
Republic of Panama. 
(2) The service of other Government agencies performed by the 
Canal Zone Government. ; 
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3) That portion of the cost of Canal Zone Government and 
Panama Canal Company as are represented by use by the military. 
(4) The use of the Canal Zone schools by children of certain citi- 
zens of Panama. 

[ might divert, may I say, from the statement and say that with 
respect to the comments of the chairman at the opening, I think he 
said something to the effect that there have been pressures in many 
directions with respect to allocation of costs. Some of these pressures 
would put costs one place and some would put them another, and I 
think he mentioned that some might push some of the costs further 
on to the residents down here. I’m happy to be able to say that I’m 
sure that a careful examination of this statement will indicate clearly 
to you the results of our proposals would not push any further ex- 
penses on the residents at the canal. I think I can also be safe in 
saying that except for certain departments of the Government whom 
the General Accounting Office already says are avoiding expenses 
which they should pay, that our proposals do not push additional ex- 
penses on the Government. In large part, they seek to avoid expenses 
or to push them on to certain commercial interests who use specific 
services of the canal but are spreading their costs over tollspayers who 

‘do not use these specific services. That will be explained in a few 

moments, I hope. 

With respect to the first item, it is our understanding that the 
Canal Zone Government provides some of the Immigration and 
Customs service for the Republic of Panama. We do not know to 
what extent that continues at the present time, but if it does, the 
Canal Zone Government should be reimbursed by the Republic of 
Panama, by some other Government agency, or by means of a credit 
to the expense of the Canal Zone Government. ‘Total net Immigra- 
tion and Customs expenses in 1954 were $393,000, some portion of 
which presumably arose out of this service to the Republic of Panama. 

Reimbursement for services of other agencies we believe requires 
no further comment. We believe, however, that if the committee 
acts favorably on the legislation the legislative record should make it 
clear that it is not the intent of the Congress that each of the various 
(yovernment agencies who would nor mally provide these various serv- 
ices, establish offices here. We believe that for economy reasons, as 
well as for some important policy reasons which the Zone Government 
might put forth, these functions should continue to be performed by 
the Canal Zone Government. In all of this area of the legislation 
we are seeking economy and not added expense which inevitably re- 
sults from the establishment of more governmental units. 

: The Military uses many services ; of the Canal Zone Government, 
ine hidiag police, . hools, hospitals, post office, sanitation, and public 
health; as well as Canal Zone streets and roads, which are maintained 
by the Company. We do not mean to indicate that the Military makes 
no contribution. Tuition revenue for 1954 is shown as $1 million, 
which presumably comes partly from Military and partly from Pana- 
manians. But the GAO audit report for the same year indicates that 
if just the Canal Zone Government had collected its full cost from 
the Military for that year, its revenues would have been increased 
by $2 million. We understand the need for close Canal Company 
and Zone Government liaison with the Military, but do not think that 











































Cans... i 





ADMINISTRATION OF THE PANAMA CANAL COMPANY Ll 


it should extend to the point of a $2 million annual subsidy. We 
understand that the Company and “Government do not necessarily 
agree with this subsidy conclusion, but it is a definite conclusion of 
the GAO, which is the official accounting arm of the Congress, and 
if their conclusion is not correct, then it would seem that this com- 
mittee should have an explanation to the contrary from the Com- 
pany—lI should say to the extent we feel Congress intended from our 
examination of the record. 

Mr. Garmatz. I wonder if the witness will yield there—are there 
any questions members would like to ask up to this part ? 

Mr. Mayer. I think, Mr. Chairman, that that’s largely introductory 
and the next section is really where we talk about group of expenses 

Mr. Garmatz. You say here on page one that the actual business of 
moving vessels from one terminal to another appears to be handled 
with a “high degree of efficiency; but then on the other hand, you say 
vessels are shutout even though they arrive before the 3 p. m. deadline. 

Mr. Mayer. I'd be glad to try to explain that, Mr. Chairman. 

Mr. Garmatz. W hy are they shutout? Is it general practice or just 
once in a while? 

Mr. Mayer. It happens largely because a very heavy day will come 
along in which the canal will have substanti: ally over its usual average 
number of daily transits. It’s something that the longshore and steve- 
doring business—you can’t say that ships will arrive on a regular 
scheduled basis. Ships come and go according to schedules im: ade up 
all over the world. Therefore, 1 da ay we'll have a total of 12 transits, 
next day 36. Now, when you have a situation divided north and south, 
and then you run into these other factors which come out of the rules 
of the Company, such as, well, mainly clear-cut, that is, a requirement 
that certain vessels may transit the canal only in full daylight and 
that they may not have any passing in the Cut. Then you will see 
that—and those are vessels carrying high explosives, extra-large tank- 
ers, ore carriers—then you will see the results of very heavy traflic 
days—plus 2 or 3 of these clear-cut vessels- prevents the canal from 
being able to just run that many ships through the pipeline. 

Now, we have studied a total of 850: transits since we have been here. 
We have sat down in the office of steamship agents and we have exam- 
ined the transit reports for 850 transits. And in our effort to come 
back to Captain Munroe here and sit down with him and see if there 
is any pattern or any suggestion that we can figure out to avoid shut- 
outs—and so far, we don’t have any ideas and I don’t know whether 
he has. We intend to have some more discussions with him after this 
meeting. 

Mr. Garmarz. Any questions, Mr. Zincke ¢ 

Mr. Zincke. No, sir, Mr. Chairman. 

Mr. Mayer. The bill as now drawn would not properly cover the 
items mentioned above and new language will be submitted to the 
committee. 

4. With respect, however, to the use of zone schools by citizens of 
Panama, we would like to go on record suggesting a change in the bill 
as it now reads. We understand that there are two types of Pana- 
manian students in the zone schools. The first consist of children of 
Panamanian citizens who work for the Canal Company, or the Gov- 
ernment, and reside in the zone. The bill as now drawn would require 
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the Republic of Panama to be billed for their full cost of tuition. We 
do not believe that such would be a reasonable adjustment. The canal 
operation provides schools for children of American citizens working 
here. If we provide schools for them, as of course we must, then the 
same provision should be made for the children of Panamanian citi- 
zens who are residing in the zone for the convenience of the Company. 

The second group of Panamanian students using zone schools we 
understand to be children of Panamanian citizens not employed by 
the company, or the Zone Government, and, of course, not residing 
in the zone. We understand that while they do make a contribution 
by way of reduced tuition, these people do not pay a rate anywhere 
near even that paid by the Defense Department. We understand that 
a situation is developing where ultimately there may not be room for 
this classification of Panamanian student and that, therefore, this 
problem may solve itself by attrition. We are also informed, how- 
ever, that there are varying pressures within our own Government in 
connection with this subject, some of which would tend to continue 
this situation. Therefore, in order to resolve the question and to 
relieve our various Government departments of the responsibility, as 
well as of pressures upon them, it is eager that it be solved by 
legislation. And by solved I mean simply, accept them, of course, 
to the extent that they have room for such children in schools, but 
on a full-cost tuition basis. Appropriate amending language will be 
submitted. 

Other language changes are indicated in other portions of the 
reimbursement section, and they will be submitted. 

Mr. Garmatz. Are there any questions at this point? 

Mr. Tumutry. As I take it, your suggestion is, with respect to these 
items 1, 2, 3, and 4 on page 4, that cost be transferred from the Canal 
Zone Government to the appropriate Federal agency at home in the 
United States. 

Mr. Mayer. That’s true with respect, sir, to Numbers 2 and 3. 
Number 2 would be to the various agencies, Number 3 to the Military, 
Number 1 to the Republic of Panama, and Number 4 to certain citizens 
of the Republic. 

Mr. Tumutry. However, you would prefer that the present setup 
continue except that the local government be reimbursed by the 
Federal Government ? 

Mr. Mayer. Well, we think that that’s in line with overall 
economy—not to set up little, relatively small units. 

Mr. Tumutry. The fact is that you want the same situation to 
continue except that you want the United States Government to reim- 
burse the Canal Zone Government for the performance of these 
functions which you have described ? 

Mr. Mayer. Yes, we think for economy reasons the Canal Zone 
Government should be reimbursed. 

Mr. Tumuury. Fundamentally, what you’re saying, you want every- 
thing to continue, you want the services to be performed, but want 
the United States Government to pay for them so that the Canal Zone 
Government might save money which in turn might be passed on 
ultimately to decrease tolls and in the form of paying off the bonded 
indebtedness ? 

Mr. Mayer. I think that sort of generalization doesn’t fairly present 
the picture. I think it might more fairly be presented this way, in 
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what we are after is an equivalent of what happens in the Continental 
United States and that is this: that when you have numerous Gov- 
ernment-agency services, which I enjoy and which you enjoy, that 
they are a. by the general tax fund of the Nation. Now, down 
here, we only have one activity ; this one activity performs everything. 

Mr. Tumutry. Isn’t the prime function of the canal servicing 
shipping companies ? 

Mr. Mayer. Yes, sir. 

Mr. Tumutry. So that there’s no parallel as between the situation 
here and the situation which you mentioned in the Virgin Islands 
and elsewhere, because they don’t exist purely for shipping companies, 
do they? 

Mr. Mayer. We think this exists purely for the transiting of com- 
mercial vessels, that’s true—that is, we feel it exists about half for 
that and about half for national defense. We think that’s supported 
by a lot of historic testimony. But each of the steamship lines that 
go through the canal—that is, American-flag lines—pay their portion 
of Federal corporate income taxes; they pay their share of State 
franchise taxes, ad valorem taxes in Territories and parts of the United 
States in which they operate. Down here, by means of a toll, they 
pay for the net cost of the Canal Zone Government, which your com- 
mittee said in 1951 should be 50 percent and which has been interpreted 
to be 80 percent. Now, we pay for part of it in tolls, which we feel we 
should do; we should pay every cent that is attributed to vessel transits. 
Similarly, the people who are down here should pay something for 
their Canal Zone Government; and in fact, they do—they pay income 
tax just as thee and me. But they don’t get any of it back; it sits in 
Washington in the Treasury. 

Mr. Tumutry. That’s where ours go, too—same place. 

Mr. Mayer. Yes, but your services from your federal agencies—you 
get something coming back for them. We pay for them, we think, 
twice. Now, maybe our analogy is incorrect. 

Mr. Tumutry. Just trying to find out something. 

Mr. Dorn. Along that same line, Mr. Witness, don’t you think, then, 
that New York State should get back all of the taxes it pays to the Fed- 
eral Government for use in its own State and should not have any that’s 
used in the Southern States? 

Mr. Mayer. I don’tthinkso. I think that we have long since agreed 
that there are certain Federal powers which permit an other-than- 
source-of-revenue distribution of Federal revenue. I don’t think so. 

Mr. Dorn. Why should it be different here ? 

Mr. Mayer. Well, I don’t think it is an analogy. I think the point 
of difference, Mr. Congressman, is that you don’t plow any of it back 
here. Of course, as to the extent that the “plow back” in the defense 
of the zone by the military—there’s one other thing that’s important, 
Mr. Tumulty ; that’s the fact that in the whole fiscal setup of the canal 
there’s no credit given to the defense value of the canal, and if you’d 
like to get into that subject—there’s one that’s been before this com- 
mittee several times—but there is no accounting credit for the defense 
value of the canal. 

_ Mr. Tumutry. Now, I don’t want to press it; I just want to get the 

information as clearly as possible. But except to point out that— 

what do you feel would be the total savings? This is what your whole 
74720—56——2 
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testimony amounts to—what would be the total savings accomplished 
if all that you contend for could be obtained ? 

Mr. Mayer. The last time we estimated it, it was between 2 and 214 
million dollars, and that estimate was with the aid of people here in 
the Government. We now have an estimated amount as to how much 
the Internal Revenue gets from the employees here. And we have 2 
estimates; 1 is 214 and the other is 4 million, and of course now we may 
have the evaluating 

Mr. Tumvtry. Paid into Washington—if the “plow back” took 
place. 

Mr. Mayer. If you give a “plow back” between 2) 
and over—— 

Mr. Tumuttry. The theory being that agency as the method of giv- 
ing credit for income tax taken also for military defense ? 

Mr. Mayer. Well, yes. 

Mr. Tumuury. What you're trying to say is that the function that 
is being performed here—that it should be performed but credited. 
However, they wouldn’t have to perform those functions if the canal 
didn’t exist. 

Mr. Mayer. We go back again to the fact that zero income-tax 
money comes back here, whereas something between zero and a hun- 
dred percent goes back to New York. 

Mr. Byrne. Did I understand you to say that all expenses are paid 
from the Canal Zone Government, but the revenue is in Washington 
and nothing is paid out of it to—do you have any FBI agents in this 
territory—marshals, Federal judges? 

Mr. Mayer. I don’t think so. 

Mr. Byrne. Who pays them ? 

Mr. Mayer. A year ago we had a long conference and we have ex- 
amined a lot of records; it’s our understanding that you couldn’t have 
them here. We understand that the police force for the Canal Zone 
Government takes care of—not the marshal—but the FBI work; for 
instance, the narcotics control work, the Bureau of Federal Prisons. 

Mr. Byrne. You say the marshal ¢ 

Mr. Mayer. I’m sorry—I thought you said United States commis- 
sioner. 

Mr. Byrne. Doesn’t the Department of Justice pay him from Wash- 
ington and the Federal Government ¢ 

Mr. Mayer. I don’t know—you have a marshal ? 

Mr. Byrne. Yes, sir. 

Mr. Mayer. Yes, he is paid under—but these other items that I 
mentioned specifically ’m quite sure you will find them here—I think 
the post office, FBI, narcotics enforcement, Federal prisons—I think 
you will find the Canal Zone Government is providing the service of 
all of them with no reimbursement from Washington. 

Mr. Dorn. Along that line, how about the ;s salaries of the Army 
and Navy officials here? That’s paid for by Washington, isn’t it? 
Isn’t that a benefit here to have the protection of the U nited States / 

Mr. Mayer. Yes, of course. 

Mr. Dorn. I mean that’s one additional. 

Mr. Tumuury. As I understand it, your position is that since the 

canal is a defense feature that exists to a great extent as a part of the 
defense system and our defense system is “not paying its full share in 
this vital link in the defense—or its fair share. 
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Mr. Mayer. Yes, I think so. And I’d like to comment on that for 
a moment if I may. We have literally, Mr. Tumulty, given up in try- 
ing to ever have established the defense value of this canal. Two 
years ago, there was a bill before your committee which suggested that 
one-half of the interest, depreciation, investment, and everything else 
be paid for by the defense and one-half by tolls. The bill never got 
off the ground. Now, when this canal was—— 

Mr. Dorn. That bill was introduced at your suggestion. 

Mr. Mayer. Yes. 

Mr. Dorn. That’s still your opinion—that one-half should be paid 
by the Defense Department and the other half by the canal through 
tolls ¢ 

Mr. Mayer. I think it is a reasonable approach. And we might 
point this out: that we built—spent about, originally, some $350 mil- 
lion to build the canal—$450 million—don’t have the exact figures— 
and it lost money, until about 1920. And at that time, the Presi- 
dent of the United States sent a commission down to find out and 
the commission came down and they said, “Well, here’s one of the 
reasons that this thing is losing money. You've got heavy armor 
plate you don’t need for commercial purposes ; you've got extraheavy 
installations of other types that you don’t need.” At any rate this 
was very carefully gone into. They said, “Look here, you spent”— 
we'll say—“$400 million to build this canal and you want tolls to 
recover it all. You're wrong. A hundred and twenty-eight million 
of this installation you would not have even spent were this for purely 
commercial purposes.” So they said, “Take it off.” All right, they 
took it off and the canal made money—good money—until some time 
in the late twenties. 

And then the statement was made in the annual report that con- 
tinuing profits year after year might lead to pressures for reduced 
tolls, and then the report said that they would be bad for three 
reasons—and each year, understand, up to then, this 128 was not 
carried in the capital base, by order of the Secretary of War. Then 
back it goes into the capital base. 

So what I said is that there was once an allowance—a hundred and 
oan eight million—then the canal began to make money. Some- 
body said, “Look, it’s making money.” Pressure lowered the boom; 
back it went into the capital base—a hundred and twenty-eight mil- 
lion, where it stayed until your own reorganization of 1951, when there 
was a provision made in the present code that said we should not pay 
interest on the fund during the construction period. They said, “We 
will make that concession to the defense value of the canal.” That 
turned out to be, I think, 28 million—and I'll stand corrected- 
we define today the defense value of this canal at $28 million from a 
standpoint of construction. From the on of maintenance we 
detine the defense value of the canal at zero, up to July 1, 1951. 
Because up to that point, you didn’t charge tolls on Government ships, 
the value of which was $77 million. 

Now you do charge on Government ships, and thus to some extent 
you might say that “defe ‘nse 1S paying a maintenance cost. It’s very 
low. how ever, and therefore the defense of this Nation is getting the 
maintenance of this canal each year for about $3 million. Commer- 
cial ships pay about $30 million in tolls, and military and Government 
vessels pay $3 million. Therefore, what you have done is you hand 
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a utility of this type to the defense of the Nation and you put a price 
tag on it of $28 million—precisely what we’ve done. Then you said, 
“Now to maintain it, you pay $3 million.” 

I think that is the defense factor. But we have abandoned trying 
to properly evaluate it, and we offer this legislation. 

Mr. Dorn. I wouldn’t want to let this statement pass without inquir- 
ing into it. Don’t you think that the good relations between Panama 
and the Canal Zone are of importance to the continued maintenance of 
the canal ? 

Mr. Mayer. If I understand the question, the answer, of course, is: 
We employ the Panamanian nationals, yes. 

Mr. Dorn. Don’t you think then that the limited education that’s 
taken place up to now of the group of Panamanian students who use 
the Canal Zone schools should be continued because of that good will 
feature, that it helps the amicable relations between the Canal Zone and 
Panama? 

Mr. Mayer. No; I think, Mr. Dorn, that what is taking place there 
would be an improper definition of “promotion of amicable relations.” 
I would like to explain that all of the Panamanian children in our 
schools here who are children of people who work here, we say, should 
have completely free education in the zone—100 percent free—putting 
them in a precise parallel with the children of United States citizens 
who work here. Then, we speak to the other group, which apparently 
are the very great minority of the people of Panama and those who, 
because of their higher income—very great minority—can afford to 
send their children to American schools. 

Now, I think that the people of Panama, in what relations we have 
with them, want us to do things that might benefit all of the people 
of Panama rather than subsidize just a very few who can afford to 
send their people in to our schools. I think if we are going to con- 
tribute to the education of Panamanian people generally who are not 
our responsibility, then we might make a grant to the overall education 
system of Panama so that everybody might benefit and not just a few 
who can afford it. I think that might be a better definition of “pro- 
moting amicable relations.” 

Mr. Dorn. Then you'd be in favor of discontinuing the small amount 
that we have been contributing ? 

Mr. Mayer. Yes. I’d much rather see it in the form of a grant to 
the other overall education system. 

Mr. Dorn. Then you think it would be part of the justified expense 
of the Panama Canal? 

Mr. Mayer. No,I don’t. And if you’d like to go into that, I'd like to 
point out that the treaty has in it a grant of territory, 50 miles long and 
10 miles wide, which 

Mr. Dorn. Mr. Chairman, may I suggest that we exclude reference 
to the treaty now ? 

Mr. Garmatz. I said that in the opening statement we could. 

Mr. Mayer. I think it’s very relevant to answering the question. I 
don’t think I could answer it without—— 

Mr. Auten. Which treaty are you referring to? 

Mr. Mayer. The Sicindiaal tandly. 

Mr. Garmatz. I thought—not the present ? 

Mr. Mayer. Well, you’re now going into the question of the debt, 
if any, of the United States tothe Republic of Panama. In the original 
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treaty, we got a piece of land 50 miles wide and 10 miles long for a 
certain amount of money—I’ve forgotten what the price was. The 
language of the conveyance or grant on transfer is the closest thing to a 
fee simple title I think you can get in a conveyance without using the 
words. So we believe that the counsel for your committee, and counsel 
generally, would say it was a sale. Now, if it’s an outright sale, then 
this is a piece of land which we own, like we own Alaska, Hawaii, and 
we paid a price for it. 

Now, if we are going to continue to compromise our sovereignty here, 
I think we’re getting into very dangerous territory. I think our State 
Department—I don’t say that there can’t be changes in our relation- 
ship—and certainly there are many changes in the current treaty. 

Mr. Auten. Mr. Chairman, the witness has referred to military 
establishments here. I think it’s true that the military establishments 
here are not only for the defense of the Canal Zone comparable to the 
defense of other areas of the States and Territories, but they are also 
here to govern the operations in a much larger area than just the zone. 
The command is here to take in all of our military interests in this part 
of the world and, to an extent, in the South American nations. And it 
isn’t—I believe this is true—a purely Canal Zone defense operation. 

Mr. Garmatz. Mr. Zincke ? 

Mr. Zincke. Mr. Mayer, to follow up that defense observation of 
Mr. Allen’s, it is a fact, 1s it not, that the original treaty governing the 
construction of the canal, was basically between the United States and 
Great Britain ? 

Mr. Mayer. The original treaty, as I called it—I think it was 
Britain, United States, and France. 

Mr. Zincke. I’m not trying to put you on a spot, but the point is that 
it contemplated the construction of an international waterway that 
would be free to the shipping of the entire world. Now, is it not more 
proper to refer to defense of the Panama Canal as a matter of inter- 
national defense rather than national defense ? 

Mr. Mayer. That’s too big for me; I don’t know. In other words, 
you mean we have a miltary expenditure here to protect something 
so that it may be continued to be used by commercial interests, both 
under the American flag and foreign. I don’t know if I can answer 
that. 

Mr. Zincxe. The point is that at the moment about two-thirds of the 
commercial ships transiting the canal are foreign flag and one-third 
American, is that not so? 

Mr. Mayer. I think that’s about what it is. 

Mr. Zincxke. So to the extent that we transfer the burden of our 
international defense from the tolls payers, and to the extent that we 
transfer these other burdens from the tolls, we are transferring two- 
thirds of the burden from foreign-flag users and one-third from our 
American-flag users. That’s correct ? 

Mr. Mayer. That is a correct statement, but I don’t think it should 
go in the record without explanation ; because I think it’s a statement 
which reflects something which must be explained in the record. I'd 
like to make an explanatory comment: We have treaties of friendship, 
commerce, and navigation with 31 other nations of the world. Those 
treaties say that the vessels of your flag will come to our port and 
will have the same treatment, same charges, and get accommodations 
as our own ships—in other words, no discrimination. It is only if we 














18 ADMINISTRATION OF THE PANAMA CANAL COMPANY 


can maintain treaties of friendship, commerce, and navigation through- 
out the world, that we can have international commerce. If we don’t 
have international commerce, I think we’re going to have bad results. 

Now, as to the provision of the Hay-Pauncefote treaty—that says we 
shall charge the same rate to vessels of all flags down here, accord the 
spirit and the same view on the same basis as our treaties of friendship, 
commerce, and navigation. Therefore, while I have heard many times 
the statement said, “Well now, here—if we cut these tolls or if we 
reduce any of these costs, aren’t we subsidizing foreign shipping?” 
Well, by some indirect or by some transposition of a definition, we 
might find that we are; but actually, I think it’s part of our obligations 
under friendship, commerce, and canlaitameaatel certainly under the 
treaty. 

Mr. Zincxr. Well now, all that the treaty requires is equal treat- 
ment, does it not? 

Mr. Mayer. And I think - extends precisely to the treaty extends 
to the toll rates; the other treaties I spoke of extend to 

Mr. Zincke. Well, now, Sn are familiar with the fact that in most 
French ports there is a charge known as “quay dues” ? 

Mr. Mayer. Yes. 

Mr. Zinckxe. And that the purpose of the quay dues is to provide 
for the improvement and maintenance of the harbor facilities, includ- 
ing the piers? 

Mr. Mayer. You mean this is in relation to a port charge? 

Mr. Zincke. I am merely trying to test your assertion that under 
the spirit of reciprocity, we must give the same treatment to others as 
we receive. 

Mr. Mayer. Yes, sir. Well, I understand that there may be quay 
dues; there’s port charges in our ports. Do you mean to tell me in 
France the American-flag vessel pays more quay dues than the flag- 

Mr. Zincxe. No, sir. I’m simply saying that all vessels making 
port in France pay quay dues and the purpose of the quay dues is to 
improve the harbor and improve the merchant marine facilities. It 
is distinct from port charges. 

Mr. Mayer. I don't have any complete knowledge of that, but it 
sounds to me like a purely logical charge. If ports are going to 
exist, then ocean commerce has to support it to the extent that it can. 

Mr. Zincxe. Why doesn’t a similar observation obtain with respect 
to the Panama Canal? 

Mr. Mayer. I think it obtains completely. 

Mr. Zinckr. Well, you are seeking to transfer charges from the 
users of the canal to the people of the United States. 

Mr. Mayer. Those charges which we do not think are truly allocable 
to our use of the canal should be transferred. 

Mr. Zinckxe. Well, to the extent French warships use French ports, 
they should contribute quay dues—you agree / 

Mr. Mayer. I don’t think they try to get down in all the-—— 

Mr. Zincke. I agree, sir; they do not. The point is, they do not in 
the case of the Panama Canal either. 

Mr. Mayer. I think it is obvious that the number of French war- 
ships, as related to the commercial vessels of the whole world, must. be 
negligible, I think. 

Mr. Zincxe. Well then, it’s simply a matter of degree rather than a 
matter of principle that you are arguing here. 
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Mr. Mayer. I think matters of degree are what create matters of 
principle, ultimately. 

Mr. AtLen. Before you leave this matter of transferring the charges 
to American rather than foreign vessels, isn’t it true that the canal 
tolls ultimately find their way into an adjustment of rates, and that 
the rates ultimately are a burden on the commerce of the people be- 
tween whom the commerce is carried on? And, consequently, it makes 
little difference to someone on the Pacific coast or the Atlantic coast 
whether the commerce is carried on the foreign ship or the burden is 
on the commerce of the people who are carrying it on regardless of 
the flag of the ship. 

Mr. Mayer. We think so, and that’s why we earlier said that we want 
to get rid of some of the expense to relieve commercial cargoes—and 
we didn’t say “ship.” The ship is the vehicle which collects the toll 
and we have to pay the bill. I think that it’s about 5 percent of inter- 
coastal voyage operating expenses on a round voyage. But you're en- 
tirely right—the cost has to be passed on back down to the commerce. 

Mr. Garmarz. You said before, it’s the ship that collects the toll. 
You mean the ship that pays the toll ? 

Mr. Mayer. I mean—yes, the ship pays the tolls, but what I mean 
is that we think that the Canal taxes commerce. Now, how do you 
collect? You collect it from the ship. So the ship is the collector, 
and he goes among the revenues of the company and collects—well, all 
of the revenues come from the customer. 

Mr. Tumutry. Then, as I take it, if the Allen-Mailliard-Miller bills 
are passed, your company stands to benefit by it. 

Mr. Mayer. I think so. 

Mr. Tumutry. To what extent financially? Have you made an 
estimate ? 

Mr. Mayer. No, because, Mr. Tumulty 

Mr. Tumotry. Is it ascertainable? 

Mr. Mayer. I think with some difficulty. The answer is “No,” we 
we have not tried to measure it. 

Mr. Tumuury. May I inquire whether your group is a frequent 
user of the Canal ? 

Mr. Mayer. Yes, sir. 

Mr. Tumutty. Who is the most frequent user of the Canal? Can 
that be determined? What companies or group of companies? I take 
it you represent a group of users of the Canal. 

Mr. Mayer. We are a smaller group; we are 12 lines, on the Pacific 
coast. Eight of our lines are very frequent users. Of the total ocean 
commerce of the Pacific, a greater percentage goes through the Canal 
to other areas, but we are a small part of the total. 

Mr. Tumutry. So that really you want the Canal to save money so 
you people can make more money—or lose less money 

Mr. Mayer. Yes, that’s entirely true, Mr. Tumulty, and I 

Mr. Tumoutty. That’s all I wanted. 

Mr. Zrncxe. In the middle of page 4 on your statement, you are 
referring to—your paragraph 2 of your suggestion with 1 respect to 
reimbursement by other Government agencies for services rendered 
by the Zone—and you state, “in all of this area of legislation, we are 
seeking economy.” Now, the fact of the m: itter is that regardle ss of 
who pays the bill, the amount is the same—isn’t that true? 
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Mr. Mayer. Yes; I think that’s somewhat of a misstatement. 

Mr. Zincxe. Now, also, in the following paragraph, you say “the 
military uses many services of the Canal Zone Government, including 
police, schools, hospitals, post office, sanitation, and public health.” 
Now, insofar as the military reservations are concerned, they supply 
their own health service, do they not, with the exception of the hos- 
pitals ? 

Mr. Mayer. Well, that comes out of the last G. A. O. audit report, 
and they spent 2 years down here on their first report and they—it’s 
their statement that if the Canal Government had contributed all 
the cost of these specific items—then there would have been an extra 
$2 million revenue. 

Mr. Zincke. One or two more questions, Mr. Chairman. Mr. Mayer, 
in your city of San Francisco, the soldiers from the Presidio use the 
streets ? 

Mr. Mayer. Yes, sir. 

Mr. Zincue. And does the United States Government or the De- 
fense Department pay any special grant to the city of San Francisco 
for the use of those streets by their soldiers? 

Mr. Mayer. No, sir. 

Mr. Zrncxe. Is there any particular reason why the situation should 
be different in the Zone in that respect ? 

Mr. Mayer. Well, I think there is room for a varying viewpoint on 
it. I think that there is room for the viewpoint that you put forth, 
that you have an analogy between San Francisco and the Canal Zone. 
But please understand we’re not trying to shift all of the costs onto 
the military; we’re only trying to shift a proportion of the cost which 
the General Accounting Office spent a lot of our money to come down 
here and find out whether it properly should be shifted. And they 
included the roads. It’s a thing that we have gone over in consider- 
able detail. Now, maybe this is a complete analogy with the city of 
San Francisco; and if it is, then we would be perfectly happy to see 
the bill amended to take out any charge for the use of the roads. 
If the analogy is entirely complete, we 

Mr. Zinckxe. And the same would obtain with respect to police and 
post office, I take it? 

Mr. Mayer. Well, I couldn’t say that without giving it considerable 
thought, because I think there might be a difference between the roads 
and those agencies, though I am not sure. 

Mr. Zincxe. Well, in San Francisco, if a disorderly soldier is 
picked up and turned over to the 

Mr. Mayer. Now, you are getting into an awfully much bigger 
territory. I think the military man who lives in the city of San 
Francisco—I think he pays an ad valorem tax to the city of San Fran- 
cisco on the furniture and his house, also his—I think there are a lot 
of different factors in it and I can’t make the same statement with 
respect to those services as the road. But I will try to answer it later 
more completely if I can. 

Mr. Zincxke. That’s all, Mr. Chairman. 

Mr. Garmatz. You may continue, Mr. Mayer. 

Mr. Mayer. Business activities: This is the second major area of 
expense which we feel can be substantially improved upon by the 
legislation. 
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It might be better understod if it is pointed out that this is one 
of the subjects in current litigation recently filed against the Canal 
Company. Several steamship lines recently filed a suit against the 
Canal Company for some $20 million of alleged tolls overcharges, a 
part of the basis of the suit being, they claim, that under the law 
various business losses of the Canal Company cannot rightfully be 
charged against tolls. These losses, according to an excerpt from 
page 24 of GAO Audit Report of 1954, copies of which are attached, 
totaled $5,370,000 in 1954. 

And at this point we should like to emphasize that this litigation 
underscores the need for prompt enactment of legislation with respect 
to these business activities. This is because if the canal users prevail 
in this lawsuit, then the American taxpayer will be asked to pick up 
those losses. On the other hand, if the steamship lines lose, then 
they, and indirectly the commerce moving through the canal, will be 
asked to pick up these losses. Neither, we submit, would be a proper 
result. 

The General Accounting Office on page 4 of the same report states: 

We interpret the legislation as precluding any losses sustained by the Panama 
Canal Company in the operation and maintenance of business facilities being 
included in the basis for determining tolls under section 412 (b).” 

This is tantamount to GAO agreement with a major contention of 
plaintiffs in the lawsuit. 

In consequence of that statement, the GAO in the next sentence goes 
on to say: 

Based on the financial results of the canal activity for the past 3 years, tolls 
rates would have to be reduced substantially if hearings were held at this time. 

It is significant, however, on page 1 of the very same report the GAO 
recommends to the Congress— 
that the formula for establishing toll rates be amended to include the recovery 
of losses sustained by the Company in the operation of business activities. 

In other words, the GAO is agreeing with the legal conclusion of 
the steamship lines who filed the lawsuit, but they do not agree with 
the moral result and suggest that the law be changed so that canal 
users will absorb such losses. We repeat then that this litigation 
underscores the need for prompt legislative action regardless of the 
outcome of the lawsuit and, of course, before that suit is finally deter- 
mined in the usually lengthy procedures of our Federal courts. 

What we are saying is this: That outside of the canal, any other 
thing that makes money down here—we have filed lawsuit to recover 
for those losses that have been charged against us. The GAO says, 
“You are right; that’s correct.” But they say, “morally it’s not 
correct.” 

Mr. Tumutry. In effect, what you are saying is that this legislation 
which you desire would make the lawsuit a moot question ? 

Mr. Mayer. No. 

Mr. Tumutry. It would solve the lawsuit; wouldn’t it? 

Mr. Mayer. It would solve it up to the date that the lawsuit took 
care of recovering losses. In other words, the lawsuit takes care of 
recoveries from 1951 to the date of the lawsuit, and the legislation 
would take care of it forward. The lawsuit would have, I think—— 

Mr. Tumutty. In other words, if the court determines that the 
plaintiffs are right—In this case, the steamship lines? 











29 ADMINISTRATION OF THE PANAMA CANAL COMPANY 


Mr. Mayer. Yes. 

Mr. Tumutry. They will recover all this? 

Mr. Mayer. That’s right. 

Mr. Tumutry. And then if the statute is enacted that you desire, 
future moneys would be—for the future tolls—would either be reduced 
or raised accordingly ? 

Mr. Mayer. If we can accomplish what is suggested—economies— 
so as not to have those losses, you say-—— 

Mr. Tumurry. Wouldn’t you stand to win both ways then? 

Mr. Mayer. Yes. And I think personally that the moral result in 
the lawsuit would not necessarily—although the technical legal result 
would be. 

Mr. Tumutty. The courts conceivably could disagree with the GAO. 

Mr. Mayer. Absolutely. Of course, that opinion was offered by 
the legal counsel for the GAO. 

Mr. Tumuury. Awful lot of lawyers been wrong for thousands of 
years. 

Mr. Mayer. That’s what makes lawsuits. 

Mr. Tumu.ry. Thank you. 

Mr. Zincxe. May I follow the point for 1 minute, Mr. Mayer? 
On page 5, you make the statement, with respect to the lawsuit, that- 
on the other hand, if the steamship lines lose, then they, and indirectly the com- 
merce moving through the canal, will be asked to pick up these losses. 

Mr. Mayer. Yes. 

Mr. Zincke. Well, the commerce moving through the Canal has 
already paid that amount, has it not 

Mr. Mayer. I’m talking about the future losses, I’m sorry, I am 
talking about the past losses. They have already paid past losses. 

Mr. Zincke. So there’s no “will be picked up. 

Mr. Mayer. Yes, sir; it will bea refund. I stand corrected in that 
language. 

Mr. Garmarz. I might say right at this point, when I introduced 
the members of the committee, I forgot to introduce at that time our 
Counsel, Mr. Zincke, and our secretary to the subcommittee, Miss Still. 

You may proceed, Mr. Mayer. 

Mr. Mayer. I think the rest of this will explain some of the ques- 
tions that might be in the committee members’ minds. 

The remedy proposed is found in section 5 of the bills under dis- 
cussion, which section would amend section 248—-A of the Canal Zone 
Code. It would offer the remedy by means of stating that the major 
purpose of the canal is the transiting of vessels, and that to accomplish 
that purpose it shall operate the canal and other facilities used in 
actual transit. The bill then goes on to say that, of course, it must 
operate other activities not directly providing transit but that such 
other activities shall be self- -supporting according to a specific 
formula, which formula would require that such activities earn over- 
head, maintenance, operating cost, depreciation, interest on the invest- 
ment of the Government, and a proportionate share of the net cost 
of the Canal Zone Government. In other words, it places upon these 
other business activities the same burden as is now imposed upon tolls. 

Unfortunately, however, and certainly not intended by the drafters 
of this legislation, certain corrections made after drafting, and before 
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introducing, resulted in imposing the self-support formula on the sale 
of goods and services to employees. 

This we do not agree with since it is not general business practice 
for American corporations operating in foreign countries to charge 
their employees with the full cost of furnishing such goods and serv- 
ices in a foreign land. We, therefore, recommend that the bill be 
changed and will submit language to that end so as to exempt the 
sale of goods and services to employees from the self-supporting 
formula. At the same time, we will submit language which would 
price the sale of goods and services to employees at rates which would 
accomplish for them in the Canal Zone a cost of living equal to that 
in Washington, D. C., as determined by the Bureau of Labor Sta- 
tistics. The Bureau of Labor Statistics living cost standard is an 
established fact and now has wide acceptance in Government and 
industry. It seems a fair means for measuring living costs and cer- 
tainly is considered to be the most reliable one available. 

Mr. Byrne. Why pick Washington? You think Washington is 
cheap / 

Mr. Mayer. We only picked it because this is a Government corpora 
tion. You might take an overall United States average—whichever 
seems to be the most equitable. We only pick it to put something—if a 
national average- 

Mr. Byrne. Should pick something out cheaper than Washington. 

Mr. Mayer. I think the committee will make a fair decision. Prob- 
ably national average is better. 

Mr. ALLEN. Isn't it true, however, that at the present time the 
Washington bureau labor index is about the same as it is in the canal ¢ 

Mr. Mayer. I think it’s reasonably close. But you see what we are 
doing ; the way this bill is now drafted it would boost the ‘ost of living 
down here, and I’m saying that is not the intent. So we're saying 
exempt goods and services. 

Mr. Auien. It is true also that the salaries of certain people, such as 
teachers, policemen, and firemen, are the Washington, D. C., salaries, 
plus the 25 percent increase for foreign 

Mr. Mayer. That’s correct; yes. 

Referring then to the attached list of business activities, new 
language which we will submit would specifically exempt commissaries, 
service centers, housing, and the Tivoli Guest House from the self- 
support formula. While there is some minor degree of outside use of 
commissaries and service centers, it would appear to be so negligible 
as to make the exemption valid on the ground that these exist only for 
furnishing goods and services to employe es. The Tivoli Guest House 
differs somewhat in that the C ompany uses it to some extent for hous- 
ing people who must reside on the Pacific side temporarily; for pilots, 
etc. However, these are all strictly Company expenses. Therefore, 
requiring that the service performed for these people be on a self- 
support basis would merely result in unnecessary bookkeeping. Here 
again the “outside” use is believed to be negligible. 

The balance of the activities, however, are those in which a substan- 
tial proportion of revenue comes from “outside” sources. That is 
from purely commercial sources, or from the military. 

In proposing the imposition of a self-support formula on some of 
the business activities, we understand clearly that it will result in an 
increase in inter-Company charges against transit operations. For 
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instance, if we make ship-repair service self-supporting, then the 
Industrial Division will have to charge the transit activity at a higher 

rate than it is presently. However, it will also charge more for its 
commercial nd military business, and thus the commercial interest 
that actually uses the ship-repair facility will pay his full way and 
these tolls payers who do not use the ship repair facility will not be 
subsidizing him. At this point, I would like to say that the second 
sentence in this paragraph is technically not correct. If I may explain 
the last sentence, “not subsidizing him,” a particular steamship line 
comes down here. It has to havea vessel repair. That vessel repair is 
not charged to recover full cost. For every steamship line that hap- 
pens to have used the vessel repair, there are numerous others that did 
not. Therefore, if that steamship line is not paying the full cost of 
that repair, then those who are paying tolls are making up some of the 
difference, subsidizing that steamship line’s vessel repair. The same 
thing goes for marine terminals, and so forth. 

Mr. Garmarz. It is used only on emergencies and not a question of 
someone coming down here to get cheaper repairs. 

Mr. Mayer. Yes ,sir. That the savings would be worth while seems 
indicated by the fact that commercial and military ship repair together 
accounted for $1.9 million in 1954, or 56 percent of the total. That a 
reasonable increase in rates to these actual users would put into opera- 
tion the law of diminishing returns seems highly unlikely in that 
nearly all of the commerci ial work is emergency in character, and 
would use the facility even though a reasonable adjustment were made 
in the rate. The commercial was 35 percent of the total in 1954. I 

-annot speak for the military, of course, but if Congress declares as a 
matter of public policy that a self- support rate is fair and equitable, 
it would not seem that the military would necessarily change its policy 
with respect to repairs that it has had done here in the past. 

Mr. Dorn. I don’t fully understand this. What you want is a 
self-support rate and not an actual proper-cost rate, so that if only 
1 ship was repaired then in the facilities of the whole year that 1 
ship would then have to bear the whole cost of maintaining the 
facilities ? 

Mr. Mayer. No, not the full cost; because we have three kinds of 
customers in ship repair: One, the Company; in other words, they 
have barges, tugs, and dredges, see, and they have to use it. Now, 
to the extent that we lose money repairing C ompany vessels, we have 
to pay for it, and we should; I mean that’s only reasonable. The 
Company paid 43 percent of total revenue. The next customer is 
commercial; he’s 35 percent of the total revenue. Next customer is 
military, and he’s 21 percent. 

Now, what’s happening is that the operation overall is losing money. 
Now, if these ship-repair facilities repaired only Canal Company 
vessels, then we would say never mind self- support, because we have 
to pay for losses anyw ay—and we should, if it’s just repairing strictly 
transit vessels—but that isn’t so; we’re going outside and repairing 
commercial vessels and military vessels. Now, the operation overall 
loses money; therefore, we say, when you figure your cost in these 
repairs, to Customer 1, which is us; Customer 2, which is commercial ; 
Customer 3, military, you put that at a rate which is going to recover 
your whole cost. Now, what is the result ? 
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Mr. Dorn. In other words, overcharge these people for the service 
rendered ¢ 

Mr. Mayer. No, sir—no, sir; charge them specifically what is cor- 
rect ; examine cost right to the penny. 

Mr. Dorn. Then you’re saying that our charges now are less than 
they would have to pay at a similar place in the States for these 
repairs ? 

Mr. Mayer. Well, that is—yes, sir; in some cases. 

Mr. Dorn. Well then, in some cases greater also? 

Mr. Mayer. Yes. 

Mr. Dorn. But you want them to pay more than the service is 
worth. 

Mr. Mayer. No, sir; we want them to pay precisely what it costs 
to render the service here. 

Mr. Dorn. But that may be more than the service is worth. 

Mr. Mayer. I think, Mr. Dorn, that the service is worth what it 
costs where you have to have it. Well now, I’d like to have this —— 
stood that we, as tolls payers, by this method are suggesting that : 
ereater cost be attributed to tolls payers as well, but ‘only equal to 
exactly what the service costs here. Now the reasons for it, Mr. Dorn, 
I think could be considered with the thinking behind your question. 
We want to know exactly what it costs to do these things here, because 
if you have a branch office, or a subsidiary, or an affiliate, and unless 
you charge all the proper expenses to a Sicertaveil of your business, 
you don’t know whether you’re making money or whether you’re 
losing money. Therefore, we say charge the military more, and 
charge the commercial user more—up to collection of interest, deprecia- 
tion, contribution to net Canal Zone Government costs. Just exactly 
what they would do some place else. The result would be that they 
would be getting a very big break, because this is a Government ship- 
yard and there’s no profit jinvolved—no profit factor. 

Mr. Garmatz. Would you mind finishing those two paragraphs? 
You say here, “This concludes our comments on the two major cost 
items.” 

Mr. Mayer. Well, the next one is repetitious. 

Aside from this, of course, the major objective sought will be accom- 
plished. That is, the Canal Company will know the actual cost of 
running marine terminals, the steamship line, power division and 
others. Then, and only then, can proper evaluations be made as to 
whether a certain activity should be enlarged, reduced, or discon- 
tinued. ‘This seems to be a plain commonsense business requirement. 
If a man operating his own business did not charge the proper amount 
of overhead to each department of his business or branch office or to 
subsidiaries, he would not know what parts of his business activities 
were making a profit or where he was taking a loss. 

Before leaving this subject it should be observed that the norm: al 
result of increasing rates of some of the nonexempted business ac tivi- 
ties, such as power -and telephone, would also increase employees’ cost 
of living, since they, too, purchase services from these activities. This 
result is prevented, however, by imposing the above-mentioned BLS 
ceiling on employees’ cost of living. This is one of the fields in which 
we feel that the principles sought in our legislative proposals is agreed 
to by the employee groups. 
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This concludes our comments on the two major cost items in the 
bills under discussion. 

Mr. Garmartz. Just one question. Those losses that you have listed 
before in the various organizations here—they were all of 1954. How 
do they compare with 1953 or 1952, or with the last 2 or 3 or 4 years— 
are they larger or smaller in comparison? Do you have those figures ? 

Mr. Mayer. No; I have the cost reports, but I’m sorry, I don’t have 
-ach of the audit reports. 

Mr. Garmatz. You'd be guessing ? 

Mr. Mayer. Mr. Harmon reminds me that previously the GAO did 
not attempt to allocate these costs and show the losses. I should make 
something clear for the record: That these losses set forth here are 
not what the Company says the activity made or lost; these are what 
the GAO said it lost. In many cases, the Company shows a profit for 
these. Now, the difference between the GAO conclusion and the Com- 
pany’s conclusion is the fact that the GAO charged to each of these, 
interest, depreciation, and so forth—all cost items. 

Mr. Garmarz. A different system of bookkeeping ? 

Mr. Mayer. Well—yes, sir, that’s right—quite different. 

Mr. Tomutry. That repair item wasn’t clear to me. 

Mr. Mayer. It’s very difficult to make clear. 

Mr. Tumutry. I don’t want to prolong this, but suppose I ask you 
this: How is it operated in another case, for example? How do you 
know what the cost of the Canal Zone to make repair of the 

Mr. Mayer. They state so in their report. 

Mr. Tumutry. Now, how would your formula work in respect—in 
the repair of its own vessels ? 

Mr. Mayer. Undersand that you have a transiting division, depart- 
ment, of the canal which runs ships through. Over here you have an 
Industrial Bureau. Now, the Industrial Bureau repairs a Company 
vessel, a vessel for this transiting activity, so the Industrial Bureau 
sends a bill over to the transiting activity that says, “You owe us 
some money for repairing your ship. Pay us.” So an intercompany 
credit is made. 

Now, those commercial companies—commercial steamship lines 
and he says, “I have to have my ship repaired.” The Company says, 
“All right, send it over,” and they repair that ship. And in general, 
when they figure out the price for the repair, they use the same ac- 
counting. In other words, if you’re going to offer a legal service, you 
say, “What is my rent and my office cost, ‘and furniture”—r ight down 
the line. The Company doesn’t do that. They say, “What will the 
market bear ?”’—generally. 

Mr. Tumutry. Not a bad way of charging, either. 

Mr. Mayer. Not a bad way, but it happens to be in this case the 
reverse of that, because they feel the market will not bear even full 
cost. 

Mr. Tumutry. As I understand, when the commercial ship comes in 
for repair, they use the same formula as for a Company ship? 

Mr. Mayer. Yes, sir. 

Mr. Tumutry. You do not propose to change that system, but— 
what would you have the Company charge now that it does not charge ? 

Mr. Mayer. Specific items ? 

Mr. Tumutty. It’s going to be more if I understood right. So this 
loss will be wiped out after your program is—— 
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Mr. Mayer. Will wipe out some of it, but the Canal Zone will have 
to soak the rest up. But we shouldn't bear any loss as a result of repair- 
ing commercial vessels and as a result of repairing military vessels. 
Our own loss we should pay for. 

Mr. Tumutry. How do you bear the loss of the commercial vessels ? 

Mr. Mayer. This way—this is how we bear it. Let’s say there are 
one hundred different companies that use the canal and pay tolls back 
and forth during the year; only 15 have vessel repairs. According 
to our interpretation and the GAO, they’re running this shipyard at 

loss. Now, they take that loss that the shipy: ard sustained and go 
over and throw it in the tolls formula and say, “Tolls, you soak up 
this loss.” Now, when they do that, there are 85 steamship companies 
who don’t do any repairs who are picking up part of the loss sustained 
because 15 other commercial ships did repair. Understand, the loss 
that is the result of the operation of the canal, fine, that’s our business ; 
we have to pay that. 

Mr. Tumutty. As I understand, you only want those who actually 
use it to pay for the repair. 

Mr. Mayer. Full rate. 

Mr. Tumuury. The full rate means that 15 use the facilities and at 
the end of the year they would pay not only their repair cost, but for 
the full cost of operating the repair yards all year long. How do you 
distinguish / 

Mr. Mayer. I think that maybe they are about 15 percent below cost 
in their whole operation, roughly. Now, the result would be that when 
a Navy ship comes in here, they would charge it about 10 to 15 percent 
more than now. Also commercial customers, 10 to 15 percent more. 
Now, commercial and Defense Department pay an increased amount. 
All right, then we come along to the Company itself, which is 43 per- 
cent of the revenue, and they say, “All right, we will charge the 
Company more,” and we tollpayers pay that one. In other words, we 
pay that loss. 

In other words, let me say it one other way: We want to, or are 
obliged to morally, and should be required by law to take up all the 
losses of these fac ‘ilities that are due to services they give to transit 
ships; that is, the barges and so forth. But when they go outside com 
mercial-rates toll, we don’t think we should bear that loss. 

Mr. Tumutry. Only because you haven’t used the facilities ? 

Mr. Mayer. Weask that the man 

Mr. Tumutry. The existence of these yards, even though never used 
by you, nevertheless perform services for your ships by their mere 
existence. 

Mr. Mayer. They serve us because they serve the canal. 

_ Mr. Tumunry. And you, because when ships—your theory really 
is —— 

Mr. Mayer. We pay for more ship repair here. But all we're try 
ing to do, Mr. Tumulty, is to make the man who uses it pay. 

Mr. Tumutry. Of course, if it is emergency—how does one know 
when those things happen and how they’re caused? A step further 
is the man broken down through fault of his own? Even then the 
person causing that incident should in turn have to pay. 

Mr. Mayer. The result of collision, sure. 

Mr. Tumutry. You're looking for some other Government facili 
ties to pick up a charge, an account currently borne by you now. 
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Mr. Mayer. We are looking for some people to pick up the bill— 
the man who gets the dinner, we want him to pay the check, not the 
man who doesn’t get the service. Today the man who is not getting 
ship-repair service is paying for somebody else. 

Mr. Tumutry. Do you go along with this proposition? If any- 
thing happens to your ‘ships, services have to be denied. Why should 
that ‘allow youany repair? You’re not contributing anything toward 
the yards. When something like that occurs, why ‘couldn’t the yards 
refuse ? 

Mr. Mayer. I suppose they could. 

Mr. Tumutry. Would you suggest that as a worthwhile proposi- 
tion ? 

Mr. Mayer. If it weren’t for the fact that you needed these repairs. 

Mr. Tumutry. If who needed them ¢ 

Mr. Mayer. If we did not need the facilities for Company vessels, 
we should suggest that the whole thing be turned over to the Navy. 

Mr. Tumuttry. Youshould properly pay for that. 

Mr. Mayer. Our formula suggests that we pay everything they 
should; that is, whenever they take a loss in the shipyard for doing 
a job, please give us the bill and every cent of it. The only trouble 


is now we're getting the bill for somebody that we don’t know. We're 


not trying to ev ade costs which are ours. 

Mr. Tumutty. Are your companies operated at a loss, too ? 

Mr. Mayer. Some of them are, yes, sir. Some of them are doing 
very well. None of those in the entire country in the steamship busi- 
ness are getting anywhere near the business—— 

Mr. Tumutry. You are mainly—your hope is the correction of the 
Canal Zone Government will make you do better business ? 

Mr. Mayer. We’ll work on those, to— 

Mr. Garmatz. You said before that you would pay more for your 
group, but we also increased the cost of the canal ship repair at the 
same time—pay more to repair our canal ships ? 

Mr. Mayer. That’s right. So here’s what happens: The cost of the 
ship-repair division is up and the profit of the Company goes down, 
and when the profit of the Company gets to a loss point, we increase 
the tolls. We're saying: “Yes, charge more for repairing the Canal 
Company’s tug, barge, “dredge, and ship,” and when you make that 
additional charge, we are the tolls payers and you hand us the bill. 
We are paying. Put the same cost formula on all three types of cus- 
tomers. The result then will be that we know exactly what it is and we 
aren’t subsidizing the commercial man or the military. 

Mr. Garmatz. Do you know how much work is done by the ship- 
yards, how prorated as between government and outside work ? 

Mr. Mayer. 21 percent military, | 35 percent commercial, and forty- 
three-point-something Company. 

Mr. Garmatz. The Company would be paying a greater part of the 
increase in cost: is that right? 

Mr. Mayer. Yes. And that means the tolls. 

Mr. Garmatz. Take it out of one place and put it in another? 

Mr. Mayer. It means, Mr. Garmatz, that the toll payers would 
absorb through tolls the greater percent of the loss. 

We want to identify costs. Incidentally, I don’t know whether the 
Canal Company vessels are repaired here or not; they weren’t being 
repaired here a year ago, which may have some bearing upon whether 
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it is cheaper to do it here or Brooklyn. I think that might be of 
interest for the committee to look into. 

Mr. Garmatz. For Brother Dorn’s benefit? 

Mr. Dorn. I believe that they should be continued to be repaired in 
Brooklyn. 

Mr. Tumuttry. What do the other toll payers, so far as you know, 
think of this suggestion? Are you on the group? 

Mr. Maver. There are three steamship associations in the United 
States that cover the entire industry. We are committed to this and I 
think the AMMI and the AASO is. In other words, they have gen- 
erally said, “Yes, we support these bills.” 

Mr. Tumutry. But not participating here? 

Mr. Mayer. But they will appear in on it in Washington. 

Mr. Tumutry. Of course, the other—foreign companies—you don’t 
know anything about them? 

Mr. Mayer. No, sir. 

The other major portions of these bills would place the Panama 

Canal in the Department of Commerce, would make mandatory a re- 
view of tolls from time to time, would make the decision in the tolls 
hearing subject to review in the Federal circuit court of appeals, and, 
finally, would amend in a technical fashion the formula for allocating 
costs of the Canal Zone Government, between the revenues from tolls 
as related to revenues from other business activities. 

Department of Commerce: Section 1 of the bill would amend pres- 
ent section 245 of the act by placing the Panama Canal Company in 
the Departinent of Commerce. The present law merely creates the 
Company without placing it under the jurisdiction of any particular 
department. The Panama Canal is big business. For 1955 their own 
preliminary statement showed an $83 million revenue figure. 

The same basic reason for making this a corporation applies i in the 
case of the suggestion for placing it in the Department of Commerce. 
The United States Government. engages in business activities only 
when such business activities are necessary for the welfare of the 
Nation and cannot be handled by private means. The —— 
mushrooming of Government corporations in the past quarter of : 
century is the reason for our Congress enacting the Government Cor cae 
ration Control Act in 1945 which, in general, requires that Government 
corporations operate according to accepted business standards, many 
of which standards, incidentally, are imposed upon them by Govern- 
ment regulation. That act also requires that they be audited annually 
and that such audits be reported to Congress. While the Panama 
Canal Company is so subject at the present time, it is not operated by 
a department of our Government having to do with the problems of 
commerce and industry. We know that some of our Government cor- 
porations are run by departments other than the Department of Com- 
merce, but we believe that where they are it is because their activities 
logically fall within the jurisdiction of such other department. We 
agree that the Department of Defense has a very great concern with 
the Panama Canal. We believe that regardless of overall depart- 
mental supervision, our Department of Defense must always maintain 
the strongest possible liaison here and must have immediate war requi- 
sition powers. But, the day-to-day operation of the Canal Company 
in peacetime logically belongs in the Department of Commerce. 

74720—56——3 
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In the transfer to the Department of Commerce we believe that the 
legislative record should be made abundantly clear on two points. 

(1) Th: . the tenure of employees should be protected against 
tronage. Canal employees do not all have the full benefits of the eivil 
service system and whether they want them or would improve their 
position if they had them is a matter entirely within their judgment. 
However, it is to the credit of the management of the canal and of the 
zone government to date that there have not been wholesale changes 
in employment with changes in our national administration. If em- 
ployees are not afforded such insurance by means of civil service, then 
they should be given at least what assurances against patronage as 

can be provided by a strong legislative record. 

(2) The legislative record should also be made clear that such a 
transfer would not be the signal for building a large supervisory staff 
in the Department of Commerce which would reflect back upon the 
overhead of the Company. While The Panama Canal Company Jtself 
maintains a small office in Washington, D. C., it is our understanding 
that within the Department of Defense itself there is but one man 
who concerns himself largely with Panama Canal matters. 

Asa corollary somewhat to the transfer to the Department of Com- 
merce, this legislation recommends that the President of the Canal 
Company be called an Administrator and that he be provided with a 
Deputy Administrator. It changes the 13-man Board of Directors to 
a 7-man Advisory Board. This follows the pattern of the type of 
management recently devised for the newly created St. Lawrence Sea- 
way Authority. A salary figure has been indicated in the bill, but it 
is felt that this is a matter to be determined entirely by the committee 
from its familiarity with Government salary pattern. 

Mr. Dorn. Don’t you think that all of this should be determined 
by the committee ? 

Mr. Mayer. Yes, sir, all of it. I was adding before you asked the 
question that the figure is not one definitely proposed but merely put 
in as a point of reference. 

There are, however, three results from the language used which 
were unintended and which we do not believe desirable in this case. 

(1) It would establish three jobs instead of two in that if legisla- 
tion were enacted as the bill presently reads, there would be an Ad- 
ministrator, a Deputy Administrator and a Governor. We will sub- 
mit proposed new language to the committee which would make it 
clear that the Administrator is to serve both as the top executive offi- 
cer of the Company and as the Governor of the Canal Zone, and that 
the Deputy Administrator is to serve also as Lieutenant Governor. 

(2) As presently drafted, no term of office is provided for those 
two top appointments. In fact, it might be argued that the appoint- 
ments of these officials and Advisory Board members are for life. 
Appropriate language will be submitted to provide that the Advisory 
Board members serve at the will of the President, and the officials for 
a definite term. 

(3) As presently drafted, the bill would vest advisory powers only 
in the Advisory Board. The purpose of the directorate form of man- 
agement, which is successful in business throughout the world, is to 
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bring to bear upon a particular business the broader experience of 
people in other fields. Such experience would not be fully utilized 
if the Board did not have the power to make policy. Further, unless 
the Board had policy responsibilities it is not belie ved that they would 
take the same interest in the affairs of the corporation. This would 
probably indicate that the name be changed to Board of Directors. 

Mandatory tolls hearing: This is sought to be accomplished in Sec- 
tion 8 of the bill which would amend section 411 of the act, to read 
in part “the Corporation shall review from time to time * * * the 
tolls that shall be levied for the use of the Canal * * *”. The change 
here is in the word “shall”, the present law reading merely “the Pan- 
ama Canal is authorized * * *”, 

Earlier this year the entire American fi: ag steamship industry in on 
United States made a written request upon the Canal Company fei 
review of tolls under the statute. The request was denied. We re- 
spect the opinion of the present Board of Directors of the Company 
to the effect that no tolls hearing was necessary or indicated at that 
time. But, while we respect their viewpoint, we are unable to agree 
with their conclusion and feel that whether or not tolls should be 
reviewed should not rest entirely with the management of the Com 
pany, and that those who are paying. the bills should have some right 
in determining whether or not there should be a review. This is con- 
sistent with rate determination procedures concerning public utilities. 

Court review of tolls determination—Our counsel has advised us 
that if there were a hearing under the present law, the users of the 
canal would have no right of appeal from the decision of the Board. 
We do not believe that those who use the canal should be bound en 
tirely by the decision of a Board of Directors who are not lawyers. 
Conversely, we do not believe that such a Board of Directors, which 
should predominantly be made up of men who contribute mainly 
business experience, should have the responsibility of making the final 
decision on questions, many of which are a matter of law. The right 
to court review of decisions of quasi-judicial bodies is general in our 
Government structure. Examples are ICC, FCC, Maritime Board, 
and others. 

Canal Zone cost formula: This amendment is contained in section 9 
of the bill which would amend section 412B of the Canal Zone Code 
with respect to the manner in which tolls revenues on the one hand, 
and other business revenues on the other hand, contribute to the cost 
of the Canal Zone Government. The law now merely provides that 
“substantial weight” shall be given to the proportionate revenues of 
tolls as against other revenues in determining how these two major 
revenue sources shall pay for the expenses of the Canal Zone Govern 
ment. The amendment would provide that such determination shai! 
be made in direct proportion to those two revenue sources. 

This concludes our statement on these bills. 

Messrs. Harmon and Kroll join me in our desire to express our ap 
preciation for the cooperation and cordial treatment afforded us dur 
ing our visit to the zone. We are grateful to the Governor and the 
several members of his staff who gave us time and information. 
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(The following tabulation accompanies Mr. Mayer’s prepared state- 
ment :) 
{Excerpt from p. 24, GAO Audit Report, 1954] 


Losses from business activities other than transits, 1954 











| 
| 3 years 
1954 | ended June 
| 30, 1954 
Allied maritime operations: 
Marine terminals__- abcincpbnininan butgak Gay adeierbicmhitaosan i atmaenniil $210, 000 $230, 000 
Vessel repair. peta anaes Whine ge erick neon tie deck bcaipiegigaaaien oss aed oi 290, 000 840, 000 
IONS 2. chika dcserth ~ahdhad analibadiisthdemssbe % 80, 000 210, 000 
Supporting services: 
Transportation and utilities: 
ID tras ccicne 66 dameak bangin ntoshecy tenaeiesnins heed nade binaleband 530, 000 1, 370, 000 
Motor transportation. he chaste tee apepraentee teu waitin 200, 000 410, 000 
Steamship line- > oa 230, 000 960, 000 
Power system . 160, 000 630, 000 
TRONS BONED . 305.560 <000se-c00h core 50, 000 290, 000 
RI 2h ac ots cn cic shtn eg ela cdaieliech ice minuets x cieageieiciaeldlicand «jing taiesse 180, 000 370, 000 
Employees’ services: 
SE, piiieeddsens cheheehasipemsdpe hasnt Shee seegeiincwoetedanl 820, 000 1, 630, 000 
EG od inn babies shah bn nenrnehastneyeuahenanakoedinn 350, 000 1, 080, 000 
Housing: 
United States rate (including furniture and garage rental and other 
II ook hac cdcegins one dud ceencbencnsctadece 470, 000 1, 890, 000 
I a i Se ee wnh maaiaainiebhibe chaise 500, 000 1, 120, 000 
Other supporting services: 
RON aT GENES GEIIIINNOD in cakasenecdcwtdsiecchdsscbeseticcds 650, 000 1, 920, 000 
NN. oo.) set pesweniina hichraninnaantan memento a. sil inj a 290, 000 70, 000 
Tivoli Guest Maeeen gS 7. fc ft er ks ta Sondbvtetn deh dauaaee 50, 000 110, 000 
EINE CIID 2 is. dbp idieenexdAdeabiatbeean nnsasdewiésctudaaaes 50, 000 120, 000 
Grounds maintenance ___- ssighinerbrigtascatliiy nena icp glace ached ¢ 50, 000 100, 000 
Unallocated, nonrecurring corporate ‘expenses _- Ra cabuicinial 210, 000 760, 000 





IE isis ertncn er ncasaene enna eceseehiyuestiehimaan nen hesbied dantcer! 5, 370, 000 14, 810, 000 
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Mr. Garmatz. Any questions at this time? 
Mr. Tumutry. Just the one, on that suggestion you made with 
respect to Panamanian children who utilize the school system here; 
and in answer to Mr. Dorn’s question, you stated that you felt a policy 
should be either not to have these children from the small group who 
can afford to pay to use the schools, or in the alternative, if they are 
to go to these schools, should then subsidize the Panamanian sihoala 
so that all might go. Isthat your proposition ? 

Mr. Mayer. Now, at that point, ’'d been asked a question, “Don’t 
you think the friendly relations with the Republic of Panama are of 
some value?” I said, “Y es, I certainly think they are, but I don’t 
think that we are going to improve fr iendly relations by subsidizing 
education for a few people.” I think if we do any subsidization, it 
probably should be for all of them. 

Mr. Tumutty. I gathered your position either it should be thrown 
open to all or should be none. 

Mr. Mayer. I am merely definin 

Mr. Tumutty. Must be one or the other. 

Mr. Mayer. The answer: I don’t think the folks in Panama who do 
not work for the Canal Zone and don’t have to live in the Canal Zone 
for the convenience of the Company, I should think their children 
should be educated in Panama, and I think that’s the view of our 
State Department. The people who work here, fine, we have to pick 
up the load. 

Mr. Tumutry. Your position is that there should be no children 
except the children of Panamanian employees employed by the zone 
to attend these schools? 
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Mr. Mayer. If there’s room for them, yes; but then they pay full 
tuition costs. 

Mr. Tumutry. You want to exclude the others, now, the small 
group 

Mr. Mayer. The small group ; if there is room for them, fine. 

Mr. Tumutry. Say there isn’t room. 

Mr. Mayer. I understand it is getting less and less and less. 

Mr. Tumutrty. So, in effect, you are saying, “Do away with it?” 

Mr. Mayer. I don’t care if they do away “with them or not. For 
instance if they said, “Well, in order to make this sort of education 
available for a sample of Panamanian children, we will reserve and 
carve out, I don’t know, 500 seats per year for such people,” and it’s 
of no consequence to us so long as the tuition is paid at full rate. 
Continue care of 500, 1,000, or 2,000—it’s not our desire that they be 
cut out, but that they } pay the full rate. 

Mr. Tumutry. As I understand it here, you said: 

We are also informed, however, that there are varying pressures within our 
own Government in connection with this subject, some of which would tend 
to continue this situation. Therefore, in order to resolve the question and to 
relieve our various Government departments of the responsibility, as well as of 
pressures upon them, it is suggested that it be solved by legislation. 

I take it from that you want legislation that would end the second 
group of Panamanian students using zone schools, not employed by 
the Company and not employed by the zone. 

Mr. Mayer. I’m sorry, that’s pretty poor writing. What I mean 
to say there, Mr. Tumulty, is that we should resolve it by legislation 
which would say, “Sure, come to our schools, you people who don’t 
work here, but when you do, pay full rate.” Thank you for correcting 
me. 

Mr. Tumuury. Thank you. I’m sorry to prolong it. 

Mr. Auuen. Mr. Chairman. Actually, as a representative of the 
Steamship Association, your principals are interested in the financial 
aspect rather than the philosophical aspect in connection with these 
schools. Isn’t that true? To carry it a little further, if the tolls are 
relieved of the burden of educating the pupils to whom you refer, then 
your object has been accomplished. On the other hand, if our State 
Department or administration, in the pursuit of its foreign policy, or 
the Congress, wishes to have some arrangement made for Panamanians 
to attend American schools, just as citizens of other nations do, you 
have no part in the formation of that policy so far as it here is 
concerned ? 

Mr. Mayer. I don’t think it’s any of our business; no, sir. 

Mr. Auuen, So long as you get the toll revenues adjusted. So as 
individuals, you have no view, with regard to your company, with re- 
gard to the use of American schools by Panamanian nationals or 
others ? 

Mr. Mayer. Yes, sir, that’s correct. 

Mr. Tumutry. Does this amount to very much money ? 

Mr. Mayer. We couldn’t get the information, but one person gave 
us an estimate of something about 5 percent of the total school cost. I 
don’t know how much. 

Mr. Tumutry. So long as you people save money you'd just as soon 
as not have the children attend ? 

Mr. Mayer. Idon’tthinkso. Our position is this 
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Mr. Tumutry. You are trying to save money on the expense, on cost 
of your tolls by virtue of what it costs to educate these children because 
of the reduced tuition they get. Isn’t that so? I mean you are going 
to save something if your plan is carried out ? 

Mr. Mayer. But it’s not trying to deny any school privilege. Those 
people who have nothing to do with the canal to p: iy the full cost—no 
profit—just the full cost. Those who work here—free education. 

Mr. Tumutry. In other words, you want these parents to pay more 
money than they now are paying in order to save on your tolls? 

Mr. Mayer. I presume that’s the net result, yes 

Mr. Byrne. In other words, Mr. Mayer, you are trying to say that 
all these savings that might come about through this bill put more 
money in the till back home for the steamship companies? 

Mr. Mayer. Well, yes, I think so. But I think, Mr. Byrne, that it 
would largely —the more money in the till— would tones result be- 

cause youre going to handle a little more commerce at prob: ably a little 
bit of a reduced rate. I think we're going to make a lot more jobs that 
way,too. We used to have 125 ships and now we have about 55 in the 
intercoastal business. Tolls aren’t the whole part of the problem. 
We've got our other problems and we are working on them, but this is 
one of them and represents 5 percent of the expense of a round voyage. 

Mr. Byrne. Are any of these tolls charged to you people hidden in 
some way ? 

Mr. Mayer. Well, they’re not identified in the freight bill, but I 
don’t—— 

Mr. Garmarz. You speak of quite a few of the bills here, and each 
group that requested time to appear before the committee were sent 
various copies of the bills several months ago. They had the oppor- 
tunity to go over the particular bills that we are speaking of here and 
will speak of at the rest of the hearings. I want for the record 

Mr. Zincke. Mr. Mayer, you made the statement a very few minutes 
ago that you felt that one of the effects of this bill would be more 
commerce, more business for the canal. Now, we are taking your own 
figures, a total of 5 percent of your operating costs. Now, is it your 
belief that, let us say, a 20 percent reduction in your toll, which 
would be a 1 percent reduction in our overall cost, is going to put 
more ships on these runs? 

Mr. Mayer. I think not only there alone. I think, however, that you 
ean find—I think you can find where a shift of 1 percent would put an 
operation in the black instead of the red. I don’t think you can 
find an awfully lot of it; I think you can find some. Therefore, I 

think it would be an encouraging factor. I shouldn’t think alone it 
would, but I think it would be a very encouraging factor along with 
other problems. 

Mr. Zincxe. But the maximum saving that you hope for here 
is 1 or 2 or 214 percent of your overall operating costs. Isn’t that 
correct ? 

Mr. Mayer. Probably, yes. And that would be quite encouraging 
in the intercoastal trade, I can assure you. And also, actually, it 
would be helpful particularly in bulk cargoes which move at such a 
highly competitive rate. I’m talking about grains and oils, and if 
you cut their operating cost a very small amount, you can make 
cargoes move; where otherwise, they wouldn’t. 
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Mr. Dorn. And you, in turn, would be hurting the railroads. 
What you would gain, the railroads would lose, would they not? 
The railroads would lose in jobs ? 

Mr. Mayer. None of these bulk cargoes move intercoastally, but to 
the extent that you help the intercoastals , we probably would take 
cargoes from them; but actually, we're only handling about 2 percent 
of the transcontinental freight. At our peak, when we had about 
130 ships in the intercoastal, we only had about 5 percent of the 
transcontinental traffic, so we’re not too big competition, I don’t think. 

Mr. Zinckxe. Mr. Mayer, in your statement in the middle of page 
7, with respect to the various Company activities, you said, “that 
is, the Canal C ompany will know the actual cost of running the ship 
repair division.” Is it your contention that the Canal Company does 
not now know the actual cost of running the ship repair division ? 

Mr. Mayer. Well, I’ll have to answer it this way, Mr. Zincke: that 
the Panama Canal Company will put out a financial statement at the 
end of the year and they will say: “In marine activities, we made 
$120,000.” Then the General Accounting Office, which is the account- 
ing arm of the Congress, comes along and says—by law they are 
required to audit them every year—“Well now, you didn’t. You lost 
$280,000.” Now, that may be corrected to say that the cost will then 
be allocated as it usually is and usual, common practice is—in other 
words, so that we will know according to usual accounting practices, 
whether or not it makes a profit. And usual accounting practice is to 
apportion overhead, interest on investment, depreciation, operating 
cost and so forth. The Company is not putting those in and they 
admit it tous. And they support their reason for it; but they don’t 
do it. 

Mr. Zincker. But according to their system of accounting, they do 
know the cost of operating the ship repair division right at this 
minute, do they not ? 

Mr. Mayer. Yes. Maybe that’s another one of these “not tech- 
nically accurate.” Maybe we should say that if it were done, then 
there would be no argument as to the true cost. 

Mr. Zinckr. In the bills, the language is that the corporation may 
operate the Panama Canal, but the language follows that “it shall 
review tolls.” Now, will you comment on the difference in the choice 
of those? 

Mr. Mayer. I didn’t know that it said only “permissive” with 
respect to the operation. If that isn’t just copied from the old act, 
which I thought it was, then certainly a —— 

Mr. Zrncke. You copied that from the old act, but you changed 
the “shall” 

Mr. Mayer. I guess we didn’t look at it very cle: arly. 

Mr. Tumuury. So busy trying to get out of paying. 

Mr. Auten. Going back a little bit, to that 1- percent difference 
that you’re mentioning—as I remember it, the companies are show- 
ing profits of, in most instances, of less than 3 percent on an aver- 
age. Is that true? 

Mr. Mayer. I think so now; I think they are. 

Mr. Auien. In other words, a saving of 1 percent of the operat- 
ing cost would very possibly increase the profits and the income taxes 
by about a sixth or possibly a quarter. And if that’s so, it would 
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be a lot easier to get capital for steamships, I would think. Is that 
true ? 

Mr. Mayer. Yes, it would. 

Mr. Auten. The 1 percent, seemingly insignificant, is very pos- 
sibly a large item in maintenance of the merchant marine who uses 
the canal. 

Mr. Mayer. I think it is. I think there’s another significant thing 
along the same line: It was mentioned here we have other problems. 
We’ve got 37 applications on file with the Maritime Administration 
for approval of vessels designed for roll-on-roll-off ships, to be used 
in the domestic trade. In other words, we’ve been criticized for han- 
dling cargo in and out of ships as it has been done for a couple of 
centuries. 

And there’s another area in which the domestic trade is going to 
come back: They’ve asked for this design approval for roll-on-roll- 
off. That’s our problem, that’s our department, our responsibility, and 
we’re trying to do what we can on it. I think on the Pacific coast 
with respect to cargo handling, we have had a very great improve- 
ment the past few years. I think that has been a part of our cost 
we've needed. We haven’t had any work stoppages for quite a while— 
these dingdong things week after week; but this is one more of our 
problems, so we’re giving it some attention. 

Mr. Byrne. What do you mean, “dingdong” ? 

Mr. Mayer. I’m sorry—I mean continually recurring, not having 
to do with termination of contracts resulting in strikes. 

Mr. Tumuury. You made a point earlier in the testimony—you 
said “abandoned hope” and that was in respect to the defense func- 
tion of the canal. Then at the end here of your testimony, you 
recommend that the Canal Zone be placed in the Department of Com- 
merce, with 2 or 3 new jobs to run it. And then in addition to that, 
say there’s only one man in the Department of Defense that is charged 
with supervising the responsibilities of the canal. Do you not think 
that that weakens your original argument that 50 percent, roughly, 
of the canal work should be supported by the Defense Department ? 
If you’re willing to put it in the Commerce Department and only one 
man in the Defense Department charged with it—I am not being 
critical; I just wondered. 

Mr. Mayer. It might be argued that it does. However, I’d like 
to add this: We do say in the statement that day-to-day peacetime 
operation—Commerce Department ; wartime—immediate requisition 
power—aiilitary move right in. And then we say all the time dur- 
ing peacetime, strong military liaison. 

Mr. Tumuury. Frankly, I don’t understand why you think putting 
it in the Department of Commerce will improve the situation. 

Mr. Mayer. Only that this is basically a peace-time business ac- 
tivity; that is, the transiting of ships through the canal is basically 
a peace-time activity. Because it’s about “90 percent commercial 
transit now, and about 10 percent military. During the war, I think 
it went much more than that in the reverse. In other words, during 
the war, it was over 90 percent military ships and 10 percent or 
under 

Mr. Tumutry. I’m not arguing the point—just wondering why, 
how, it would improve the situation; or would the Secretary of Com- 











tn Ai ARS Re 


cil BIS ER IRE ae a oe 


ee ee 


Papa T ss ret Maae 


ba 


erin take Ne 


al rte 


a. Sep Ek 


a nn sie 


ee 








ADMINISTRATION OF THE PANAMA CANAL COMPANY 37 


merce be the one that would make the rates then, instead of the Com- 
pany or the Board ? 

Mr. Mayer. No, the Board of Directors would make the rates. 

Mr. Tumutry. Would that be subject to review of the Secretary 
of Commerce ? 

Mr. Mayer. No—completely a board —— 

Mr. Tumutry. You want a review of the rate when it is determined 
by appeal? 

Mr. Mayer. All I am saying is that you don’t put military activities 
under the supervision of the Department of Commerce. 

Mr. Tumutry. In other words, just saying it more properly belongs 
there? 

Mr. Mayer. Yes—more logical. 

Mr. Tumutry. Now, at the end you do suggest court review of tolls 
determination, which at the present time is impossible to obtain. Our 
counsel has advised us that if there were a hearing under the present 
law, the users of the canal would have no right of appeal from the 
decision of the Board. We do not believe that those who use the 
canal should be bound entirely by the decision of a Board of Directors 
who are not lawyers. Conversely, we do not believe that such a Board 
of Directors, which should predominantly be made up of men who 
contribute mainly business experience, should have the responsibility 
of making the final decision on questions, many of which are a matter 
of law. The right to court review of decisions of quasi-judicial bodies 
is general in-our Government structure. Examples are ICC, FCC, 
Maritime Board, and others. So introducing now something new 
with respect to the canal, that when the rate is arrived at by the Board 
of Directors, or others, then anybody who disagreed would have an 
opportunity to carry an appeal to another body or just directly to the 
Federal Appellate Court ? 

Mr. Mayer. Right to the Circuit Court of Appeals. 

Mr. Tumou.try. That would be for any users throughout the world ? 

Mr. Mayer. Or the Canal Company, if they didn’t agree. 

Mr. Tumutury. Or the Company—either. 

Mr. Mayer. Highly unlikely 

Mr. Tumuury. I was wondering what effect that’d have, too, on 
the stability of the rates. 

Mr. Mayer. Well, I think it would be a good thing, because I don’t 
think—now, let’s take the Maritime Board—presently a Maritime 
Board is made up of an admiralty lawyer and another lawyer who 
is doing a lot of transportation work. 

Mr. Tumurry. Wouldn’t this involve additional expenditure of 
monies by the Board of Directors to have counsel to prepare and argue 
these cases, of which there would be many, many, I’m sure? 

Mr. Mayer. By doing this thing, you’re simply putting this quasi- 
judicial function in balance with the others. FCC makes a decision 
as to whether or not you have a television station. If you don’t like —— 

Mr. Tumutry. But there must have been a reason why there was no 
appeal. The absence of an appeal proceeding indicates a reason—— 

Mr. Mayer. I just don’t know—I’m sorry. 

Mr. Tumutry. I can appreciate that. 

Mr. Garmatz. Any questions? (No response.) 

I want to thank you, Mr. Mayer, for appearing here this morning, 
and I understand you will appear later on in the week on the railroad 
subject. 
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Mr. Mayer. If that’s desired. 
Mr. Garmatz. We will adjourn until 1: 30. 
(Whereupon at 12 noon, the hearings were recessed. ) 


AFTERNOON SESSION 


The subcommittee met at 1:30 p. m. in the board room, Administra- 
tion Building, Balboa Heights, Canal Zone, Hon. Edward A. Garmatz, 
Chairman, presiding. 

Mr. Garmatz. The hearing will come to order. 

Our next witnesses will be Mr. W agner and Mr. Munro, who are 
representatives of the Central Labor “Union and the Metal Trades 
Council of the Panama Canal Zone. 

I don’t know which one of you gentlemen is going to testify but I 
am more than happy to have you with us. I may say from my personal 
point of view that I am glad to see Mr. Munro here, who is one of our 
very good friends in Washington in representing the various organiza- 
tions, and I want to say this for the record : I am happy to say that he t 
is one of the finest gentlemen that we have up there. He is represent- 
ing these people here in the Canal Zone and we're ver y happy to have 
him with us. And I’m sure that the rest of my colleagues feel as I do. 

Mr. Auien. Mr. Chairman, if I may add to that, I'd like to join in 
your remark. After a little experience, we know whom to believe. 
Mr. Munro comes and states a fact which I can accept without ques- 
tion. I appreciate the accuracy with which he prepares answers to 
my questions. I think the same thing goes for their Mr. Wagner but 
I didn’t know him so well. 

Mr. Garmatz. Congressman Allen, is going just a little farther 
than I did, but Iam clad to subscribe to his remarks. 

Mr. Dorn. I would like to also add to that, that I am always pleased 
to have Mr. Munro come into my office. I know when he’s coming 
he’s going to be helpful and he is helpful. And I feel that the Canal 
Zone is mighty fortunate in having such a man represent them in 
Washington, because the Canal Zone through the years has been the 
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gainer. ‘ 
Mr. Garmatz. I am sure my colleagues, like myself, are very honest 2 
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and very truthful in this and we say it from our hearts. We speak 


from the heart. 
Now, who is going to speak first? Mr. Wagner? i 
Are you going to speak later on—or work together on your answers? 
Mr. Munro. That is correct. We work together. 
Mr. Garmatz. Mr. Wagner, will you give your name and title for 
the record ? 


STATEMENTS OF WALTER WAGNER, PRESIDENT, AND HOWARD E. ; 
MUNRO, REPRESENTATIVE OF THE CANAL ZONE CENTRAL LABOR ; 
UNION AND METAL TRADES COUNCIL, AFL AND CIO, OF THE 
PANAMA CANAL ZONE 


Mr. Wacner. Mr. Chairman and members of the committee, my 
name is Walter Wagner. I am president of the Canal Zone Central 
Labor Union and Metal Trades Council. I am an employee of the 
Panama Canal Company and have lived on the Canal Zone since 
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February 1937 being employed in the Electrical Division as power 
dispatcher. 

I would like to take this opportunity to thank the committee for 
permitting us to testify for the employees. And I would like to ask 
your indulgence; our testimony might seem to be a little bit repetitious. 
It follows along ’the same line as the shippers’ and I will try to make 
it as brief as possible. 

Mr. Garmatz. We can’t hate two people for thinking alike. 

Mr. Waener. This organization which I represent is composed of 
23 unions, affiliated with the American Federation of Labor and the 
Congress ‘of Industrial Organization. The membership of these 
unions are the United States citizens and local-rate employed by the 
Canal Zone Government and the Panama Canal Company that main- 
tain and operate the Panama Canal. 

They are all affected by conditions which will result from passage 
of the various bills to be discussed before your subcommittee today. 

. have with me: 

. L. Blaney, our first vice-president who has been employed for 
9 years with the Accounting Division and has been with the Terminal 
Division for the past 18 years. 

L. S. Damiani, our second vice president who has been employed 
by the Commissary Division for 13 years. 

Curtis Coate, Wage Board member employed by the Electrical Di- 
vision for 2 years and employed by the Locks Division for the last 
3 years. I'd like to add that the wage board member is actually 
an employee of the Canal Zone Government and the Panama Canal 
Company inasmuch as he is appointed by the Governor at the advice 
of the labor union. 

Howard E. Munro, legislative representative who has been employed 
by the Electrical Division for 13 years as power dispatcher. 

J. R. Rice, alternate legislative representative, employed by the 
Fire Department for 16 years. 

These gentlemen who are with me are available to answer any 
questions you may care to ask and are in a better position to give you 
first-hand information on problems affecting their group than I 
might be. 

Mr. Garmarz. Anytime that you want to consult with them in 
reference to anything, you are free to call on them. 

Mr. Wacner. The primary purpose of our being here is to recom- 
mend the passage of the companion bills H. R. 7645 and H. R. 7697 
introduced by two members of this subcommittee—Congresswoman 
Sullivan and Congressman Dorn. However, we will also give our 
views on the Allen-Mailliard-Miller bill and the Garmatz bill which 
have the same or similar objectives and which would effect our 
membership. 

In order to prevent duplication and expedite these hearings, I will 
not testify on the abandonment of the Railroad. This subject will be 
presented at a later date by Mr. R. C. Daniel of the Railroad Brother- 
hood who will represent the Railroad employees on the Canal Zone. 
However, I would like the record to show that the Central Labor 
Union, Metal Trades C ouncil and the Railroad Brotherhoods have 
worked together and jointly gathered material and composed the 
testimonies which each will present to this committee, and that both 
groups are in accord on the positions taken. 
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During the past week we have been in conference with representa- 
tives of the Pacific American Steamship Association and have 
thoroughly discussed the Allen-Mailliard-Miller bill. And with re- 
spect to those points of particular interest of Panama Canal Company 
and Canal Zone Government employees, we found no major disagree- 
ment. The matter of approach, however, is different. It is our 
belief that the shipping interests are favorable to having the em- 
ployees of the Panama Canal Company-Government receive the same 
privileges and benefits accorded other overseas Government employees 
and I quote from the printed hearings, “Operations of the Panama 

Canal Company and Canal Zone Government, ” before Subcommittee 
No 3—J une 18, 1954, page 84: 


Our view with respect to the employees of the Canal is that they must be paid 
salaries and must have whatever other benefits are accorded other Government 
employees in foreign service, and that to a fair and equitable degree the 
commercial users and the national defense of the country must pay them. 

During the past 5 years the employees of the Canal Zone have 
been trapped between forces beyond their control, and little by little, 
have been deprived of many of the inducement and advantages they 
formerly enjoyed as a premium for leaving their homes in the Con- 
tinental United States and establishing career residence on the Canal 
Zone to operate and maintain the Canal and its facilities in an efficient 
manner according to United States standards. 

The major inducements and fringe benefits formerly enjoyed were 

tax-free income, free medical care, low-cost housing and reasonable 
other living costs, stable working conditions, and average job security. 
These inducements enabled the Administration to select and employ 
in all categories personnel who had above average skill and ability 
and who took exceptional pride in performing their day-to-day duties 
in an outstanding manner and who each felt a personal responsibility 
to make and keep Canal operations at an outstanding level of e 
ciency, which was recognized and acknowledged by shipping circles 
the world over, and as they were led to believe as a profitable enterprise 
for the United States Government and taxpayers. 

The advantage of tax-free income was taken from the employees by 
congressional action, and in effect constituted an actual out-of-pocket 
cut in pay to each and every employee at a time when wages and sal- 
aries in the continental United States were being increased by all 
sections of industry. 

In 1950 Congress enacted Public Law 841 whose interpretation by 
the Company and recommendations from the General Accounting 
Office has affected every phase of our welfare, working, living, and 
recreational conditions. These changes were, more or less, all to the 
disadvantage of the employees through increased living costs, curtail- 
ment of many outlets for recreation and other employee services, and 
partial elimination of stable working conditions and job security. 

Application and interpretation of Public Law 841 by the General 
hecuiitae Office said in effect that formerly the canal had been 
operated at a loss to the United States Government and taxpayers in- 
stead of at a profit as the employees had been led to believe S former 
Administrations, and we are now in the position of being penalized 
and paying a substantial portion of these losses. 

The employees of the Canal Zone are in the unique position of being 
required to sit with congressional committees such as this in order to 
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conduct labor-management negotiations on a large majority of our 
problems. Inasmuch as committee hearings are as a general rule held 
only in Washington, D. C., we are put to a considerable item of expense 
to maintain a representative there in order to conduct our negotiations 
with Congress. ‘The adverse effects on our well-being caused by legis- 

lation stated in the foregoing has necessitated longer and more exten- 
sive periods of our represent: itive being in Washington, with a corre- 
sponding increase in our costs which is the equivalent of another 
decrease in our incomes. 

The House Appropriations Committee in reporting the appropria- 
tions for the fiscal year 1954, recommended that the 25 percent dif- 
ferential be reduced to 10 percent. Evidence was presented to the 
Senate Appropriation Committee that the 10 percent was arbitrarily 
set up without any study having been made of conditions. Reporting 
on the bill the Senate Appropriations Committee deleted the reference 
to the reduction of 10 percent and recommended, and was agreed to in 
joint conference that the company hire an independent management 
consultant firm to make a comprehensive study of salaries, and fringe 
benefits. And I quote from the printed hearings before the Subcom- 
mittee No. 3—Panama Canal of the Committee on Merchant Marine 
and Fisheries, House of Representatives on Operations of the Panama 
Canal Company and Canal Zone Government, 83d Congress: 

* * The committee notes that during the construction days it was necess¢ ary 
to pay premium wages to induce the workers to accept employment in the Canal 
Zone. Since 1912 the following provision of law has governed the rates of 
compensation to be paid employees : 

Receive such compensation as shall be fixed by the President or by his authority 
until such time as Congress may by law regulate the same, but salaries or com 
pensation fixed by the President hereunder shall in no instance exceed by more 
than 25 per centum the salary or compensation paid for the same or similar 
services to persons employed by the Government in continental United States. 

It is recognized that many conditions have changed in the intervening 41 years: 
some of these changes have been in favor of the employees while others have not. 
It seems appropriate therefore that a comprehensive study be made of the com- 
pensation paid to workers in the Canal Zone. This study should also include 
all so-called fringe benefits. The committee directs the Governor of the Canal 
Zone and the Board of Directors of the Panama Canal Company to have an 
independent and comprehensive study of this problem made and to submit a 
report thereon to the legislative committee of the Congress with recommendations 
of the Board not later than January 1, 1954. Copies of the report and the 
recommendations of the Board are to be furnished the Appropriations Committees 
of the Congress. 

Complying with this directive, the Panama Canal Company hired 
the management consultant firm of Booz, Allen & Hamilton, whose 
main Office is in Chicago with branch offices in other cities. They hay 
press iously made reports for the Treasury Department, Department of 

defense, Army, Navy, Air Force, Department of Interior, Vetera 
Administration and the Civil Aeronautics Board. The study on page 
li states : 


The recommendations of this report deal with extra compensation only. By 
agreement prior to contracting, it is asumed for purposes of this study that the 
Company’s policy of keeping base pay of Zone jobs in line with pay for the 
same or similar jobs in the States is being effectively implemented and is resulting 
in a sound structure of base wages and salaries. 


Mr. Munro, our legislative representative, testified before this sub- 


committee on July 6, 1954, on this subject. The entire testimony ap- 
pears in the printed hearings before Subcommittee No. 3—Panama 
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Canal of the Committee on Merchant Marine and Fisheries, House 
of Representatives on operations of the Panama Canal Company and 
Canal Zone Government, starting on page 139. While we do not intend 
to repeat the entire testimony, we would like to highlight certain per- 
tinent points again and call the committee’s attention to the complete 
statement made at that time and which is as good now as then. 

Generally speaking, conditions have not improved to any appreciable 
degree since that time. 

We believe the investigation was thorough. We believe the report 
submitted by the Booz, Allen & Hamilton “firm to the Company was 
an unbiased and ¢ omprehensive report based on facts. 

The report makes five recommendations, some of which are in effect 
and others could be placed in effect by the passing of H. R. 7645 and 
H. R. 7697. 

The five recommendations of the Booz, Allen & Hamilton report 
were: 

Retention of the 25 percent differential. 

2. Make the differential tax-free. 

3. Effect a rent reduction of 50 percent. 

4. Provide free transportation once every 2 years for employees 
and their dependents on leave and once each year for employees’ 
children in their last 2 years of college in the States. 

5. Retain the present status of other fringe benefits. 

These recommendations will, in the opinion of the Booz, Allen & 
Hamilton team, meet the conclusions stated on page 66 in their report, 
and I quote: 

To remunerate its employees fairly for conditions of work in the Canal Zone, 
the Panama Canal Company should pay extra compensation sufficient to place 
their net-earnings advantage over their stateside counterpart much closer than it 
is now to the 47 to 74 percent range established by the market. 

On the first recommendation—the retention of the 25 percent dif- 
ferential—this is now in effect and will not increase the operating cost 
of Panama Canal Company. 

The second recommendation—to make the differential tax-free— 
apparently falls within the responsibility of another congressional 
committee. Therefore, there is no point in discussing it here in as 
much as there is no additional expense to the Company-Government. 
However, we wish to call to your attention the statement in the report 
concerning the differential, and I quote from page 69, Booz, Allen, 
Hamilton Report 

When taxed, the average employee’s differential drops to 19.8 percent. And 
he contributes over 40 percent more to support his government than he would 
if he stayed at home to enjoy its full benefit. 

The third recommendation—to reduce the rents 50 percent—can be 
summarized as: 

i. Prevailing practices support this recommendation. 

2. Substantial rent allowances are standard practice among em- 
ployees operating in the Tropics. 

3. Certain Federal agencies give allowances ranging from 80 to 
90 percent of housing costs. 

e Some private companies provide rent free. 

The effect would be a number one morale builder. The 82.6 
aaa rise in Canal Zone rent since 1946—47.2 percent more than 
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stateside rental increases in the same period—is one of the sorest 
spots in Zone employees’ collection of abuses. 

The cost of this recommendation, according to the report, would be 
$948,975.00, based on fiscal year 1954. 

The first part of recommendation number four—to provide free 
transportation for employ ees and their dependents—has been effectu- 
ated by Public Law 737 of the 83d Congress. The second part of 
the recommendation—to provide free tr: ansport: ition to college stu- 
dents in their Jast 2 years—has not been placed in effect but we would 
like this committee to give their consideration to this recommendation. 
We have no way of knowing what the cost of this would be because 
of the annual fluctuation in the number of students. 

Recommendation No, 5—the retention of the status of other fringe 
benefits as of that date—The Booz, Allen, Hamilton consultants 
cautioned the Company that if any changes were made to the fringe 
benefits existing at that time, it would require the recomputation of 
the entire project. 

Along these lines the first item to be brought to your attenion in 
the change of the fringe benefits first occurred on January 1, 1954, 
when the free medical services were canceled. The medical schedule 
was again revised upward on October 1, 1955. 

The report summarized the recommendations, stating on page 76: 





It is believed that the recommended program will serve the needs of the 
employees and the Company alike for the present. For the future, it should 
be remembered that compensation is dynamic—not static—and that it needs to 
be adapted to make changes as they occur. The Company should keep close 
watch on the market for United States workers in its area, and promptly move 
to obtain such modification in extra compensation practices as will be required 
from time to time 

This Booz, Allen, Hamilton report was submitted to the Board of 
Directors who reviewed it, and in their letter of transmittal to the 
Appropriations Committee made these comments: “In our opinion the 
study demonstrates clearly that not only should the present salary 
differential over United States base w ages be retained but that addi- 
tional compensation or offsetting benefits are required to be retained 
and added in order to secure for the Company and Government a com- 
petitive recruiting position in the labor market, and a stabilized effi- 
cient work force.” This letter of transmittal, dated December 23, 
1953, is found on page 33 of the printed hearings before Subcommit- 
tee No. 3—Panama Canal of The Committee on Merchant Marine and 
Fisheries, House of Representatives, on Operations of the Panama 
Canal Company and Canal Zone Government. 

With this acknowledgment of the Board of Directors that this 
report has merit, the employees are at a loss to understand why in the 
last two years no further action has been taken. It is hoped that the 
next session of Congress will enact favorable legislation to place all 
the Booz, Allen, Hamilton recommendations in effect. 

The Sullivan-Dorn bills (H. R. 7645 and H. R. 7697) do not add to 
or delete anything from the present law. They do, however, qualify, 
to the extent nec essary to cover those recommendations of the Booz, 
Allen and Hamilton report within the jurisdiction of this committee. 

This legislation will not cost the Federal Government anything. 
The qu: alifying sections realine expenses within the Company. 
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‘ 

‘ Mr. Waenrr. Originally, the rent formula was established on a 
|  square-footage basis, and since then, the formula has been changed to 
' actual maintenance cost and depreciation and so forth. 


Mr. Byrne. What other utilities do you get ? 
Mr. Waener. At one time, we were paying extra for care of grounds 
at the present time, we are not, but that was a small charge of 50 cents 
or a dollar. At the present time, the water is included in the base 

rent. Electricity is extra 

Mr. Byrne. You speak about loss of jobs. What causes that? 

Mr. Waoner. Well. as I stated, one of the m is: The contractors. 
for instance, are taking over now, the idea being that a job can be 
done cheaper and with less force on the Danas Canal by lettir 
directly to a contractor. 

Mr. Byrne. Outside contractor? 

Mr. Waener. Painting is being entirely done by contractors 

Mr. Byrne. By bids? 

Mr. Waener. Yes, sir—done by bids. Now, an item on that—re 
cently I notice that the bids got down to only one, and we thought 
that we could supply enough information to show that the bids wi 
increase if there’s no competition. In other words, if there’s only on: 
man going to bid on a job, he feels pretty sure he’s going to get it s 
1] up h is bid. I’ve noticed that just recently. 

Mr. Tumutty. You say that you have been employed since 1937% 

Mr. Waaner. That’s right. 

Mr. Tumurry. Now, when you first came, the inducement held out 
to vou was that. first of all. you'd be tax-free on vour salary. VW 
was vour salary in 1937, approximately ! ? 

Mr. Waener. About $268 a month. 

Mr. Tumutry. That was tax-free until 

Mr. WaaGner. 1951. 

Mr. Tumutry. Then it ceased to be tax-free. I take it you haven’t 
had a raise in salary. 

Mr. Wacner. Been promoted. 

Mr. Tr MULTY. Higher position and higher salary. 

Mr. Waener. Approximately $600 a mont 

Mr. Tumu.ry. Out of that you must pay your income tax 

Mr. Wacner. About 29-30 percent. 

Mr. Tumuury. What was the last year you didn’t have to pay 

Mr. Waaner. 1950. 

Mr. Tumunty. Your salary the same in 1950 as 1951? Well, in 
1950—to rephrase it—what did you lose by the imposition of the n 
come tax in 1951 in your take-home pay ? 

Mr. Wacner. Approximately 12 percent. 

Mr. Tumunttry. Now, has that continued ? 

Mr. Waener. Yes, sir. 

Mr. TUMULTY. Since that day. Then the net ettect. then, of the 


he w 


Income-tax imposition was to reduce your salary. In that same period 
of time, as I gather, you say rents increased. Did they increase fo 
you! 

Mr. Wacner. Yes, sir. 

Mr. Tumuury. And, as I take it, your experience is typical 


everyone else. 
Mr. Wacner. That’s correct. 
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Mr. Garmatz. I wonder if the members might have any questions, to 
cover this far—to page 9 of your statement. There’s one or two I 
have in mind on page 3. Talk about “major inducements and fringe 
benefits formerly enjoyed with tax-free income, free medical care, low- 
cost housing.” What I am getting at, I wonder if you could elaborate 
on “low-cost housing.” And my number two question: If you could be 
just a little specific on “stable working conditions.” I was wonderin 
if you could give us a little more on “low-cost housing formerly” an 
“not today.” 

Mr. Wacner. The housing in the past, taking the houses that still 
exist, were considerably lower in rent. One particular house, running 
approximately $17 a month, is now $37 to $40 a month. Of course, 
there’s been a change-over and there’s considerable new houses been 
constructed and the rents on those have been increased, but not in the 
same proportion as the rents on the old houses. 

Mr. Garmatz. You say they are not as much? 

Mr. Wacner. The percent increase is not as much on the new houses 
as on the old houses. 

Mr. Garmatz. Now, when this Booz, Allen, Hamilton suggested a 
50 percent reduction, do you recall whether they were referring to the 
old housing? 

Mr. Waaner. They were referring to housing in general. 

Mr. Garmatz. I was just wondering if the new housing program 
was progress, or had the rentals of the new housing been determined at 
the time the report was made up. 

Mr. Wacner. Some of the new houses had been constructed. 

Mr. Garmatz. How about the “stable working conditions”? What 
do you mean on that ? 

Mr. Wacner. Well, as a rule, when a man took a position in the 
Panama Canal, he was fairly sure that as long as he did what he was 
hired for, that his employment would continue. But for a number of 
years now, there has been a general changing where they are using 
more indigenous labor than they had in the past; and the jobs, as you 
probably have heard—the truck drivers’ positions—have been turned 
over to the local-rate, R. P. alien group, and there’s only about 12 left ; 
while before, I believe there was as high as somewhere in the hundreds. 

The other thing is: there’s a gradual economy move on, and more and 
more jobs are being abolished, and the men don’t know from one day to 
the other whether they have got a job next day or not. 

Mr. Garmatz. Hasn’t that been going on for a period of years? 

Mr. Waener. I don’t believe as much as it has since the passage of 
841. 

Mr. Byrne. In reference to the “low-cost housing” what establishes 
the rate from 17 to 37 dollars? In other words, how many rooms for 
$37 ? 

Mr. Waener. That particular house was a two-family duplex; there 
were two bedrooms, kitchen and bath and front room and porch. 

Mr. Byrne. Electric? 

Mr. Wacner. Electric charge extra. The original 
Mr. Byrne. From $17 to $37. What caused the sudden increase ? 
Mr. Wacner. The change in the rent formula. 
Mr. Byrne. What caused that? 
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Mr. Waener. Originally, the rent formula was established on a 
square-footage basis, and since then, the formula has been changed to 
actual maintenance cost and depreciation and so forth. 

Mr. Byrne. What other utilities do you get ? 

Mr. Waener. At one time, we were paying extra for care of grounds; 
at the present time, we are not, but that was a small charge of 50 cents 
or a dollar. At the present time, the water is included in the base 
rent. Electricity is extra. 

Mr. Byrne. You speak about loss of jobs. What causes that? 

Mr. Wacner. Well, as I stated, one of them is: The contractors, 
for instance, are taking over now, the idea being that a job can be 
done cheaper and with less force on the Panama Canal by letting 
directly to a contractor. 

Mr. Byrne. Outside contractor? 

Mr. Wacner. Painting is being entirely done by contractors. 

Mr. Byrne. By bids? 

Mr. Waener. Yes, sir—done by bids. Now, an item on that—re- 
cently I notice that the bids got down to only one, and we thought 
that we could supply enough information to show that the bids will 
increase if there’s no competit ion. In other words, if there’s only one 
man going to bid on a job, he feels pretty sure he’s going to get it so 
he will up his bid. I’ve noticed that just recently. 

Mr. Tumuury. You say that you have been employed since 1937? 

Mr. Wacner. That’s right. 

Mr. Tumuttry. Now, when you first came, the inducement held out 
to you was that, first of all, you’d be tax-free on your salary. Wha 
was your salary in 1937, approximately ? 

Mr. Waaener. About $268 a month. 

Mr. Tumutty. That was tax-free until—— 

Mr. Waener. 1951. 

Mr. Tumutty. Then it ceased to be tax-free. I take it you haven’t 
had a raise in salary. 

Mr. Waener. Been promoted. 

Mr. Tumutry. Higher position and higher salary. 

Mr. Wacner. Approximately $600 a month. 

Mr. Tumurry. Out of that you must pay your income tax. 

Mr. Wacner. About 29-30 percent. 

Mr. Tumuury. What was the last year you didn’t have to pay ? 

Mr. Waaner. 1950. 

Mr. Tumu.ry. Your salary the same in 1950 as 1951? Well, 
1950—to rephrase it—what did you lose by the imposition of the in- 
come tax in 1951 in your take-home pay ? 

Mr. Wacner. Approximately 12 percent. 

Mr. Tumutty. Now, has that continued ? 

Mr. Waener. Yes, sir. 

Mr. Tumutry. Since that day. Then the net effect, then, of the 
income-tax imposition was to reduce yoursalary. In that same period 
of time, as I gather, you say rents increased. Did they increase for 
you? 

Mr. Waener. Yes, sir. 

Mr. Tumutry. And, as I take it, your experience is typical of 
everyone else. 

Mr. Waener. That’s correct. 
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Mr. Tumuury. With the salaries being different. Is there any rent 
regulation down here? 

Mr. Wacner. We are under the Budget Bureau Regulations A—45, 
which is made by an act of Congress each year. 

Mr. Tumutry. Nonetheless, the rents increased. In addition to 
that, as you say, free medical care was ended. 

Mr. Waaner. There was a little error in this. Free medical care 
was abolished by Executive Order 1888, but on January 1, by the act 
of Congress directing the Governor to recover more of the loss, the 
medical tariff was increased. It was increased again on October the 
Ist. 

Mr. Tumutty. Well, now, this Booz, Allen, Hamilton report to 
which you refer—some of its recommendations have been carried out? 

Mr. Wagner. The one that was carried out was the free home-leave 
transportation—once every 2 years. 

Mr. Tumutry. How does that compare, if you know, with other 
overseas areas ! 

Mr. Waener. It’s approximately the same. 

Mr. Tumutry. Regardless of climate, now. 

Mr. Wacner. Are you referring to Federal employees or 

Mr. Tumuttry. F ederal civil service. 

Mr. Wacner. That’s right—about the same. 

Mr. Tumuttry. How many of you enjoy civil-service protection- 
or will we come into that later? I withhold till later. 

Mr. Garmarz. On page 8, you say that among fringe benefits “On 
January the Ist, 1954, when the free medical service was canceled by 
an act of Congress.” 

Mr. Wagner. That’s an error. The free part was canceled by the 
Executive Order 1888, and that was several years ago. 

Mr. Garmarz. It wasn’t an Act of Congress then ¢ 

Mr. Wacner. No. But since then, there was a reduced medical 
tariff, which was increased on January the Ist, 1954. The medical 
tariff was increased and again increased on October 1, 1955. 

Mr. Garmatz. Increased by what order ? 

Mr. Wacner. The Appropriations Committee of the House recom- 
mended—or directed—the Governor of the Panama Canal to recover 
more of the loss that was shown in the medical department. 

Mr. Garmarz. It was the Appropriations Committee, then, that 
asked. 

Mr. Wacner. Talking on this medical—increased medical tariff on 





this October 1—we used to be able to go to the district first-aid sta- 


tions and obtain shots—B-12 and the h ike—and when this was placed 
in effect, they started charging a dollar apiece. 

Mr. Garmatz. What do you mean, “shots” ? 

Mr. WaGNER. Injections—B- 12. And of course immediately we, 
the people, just stopped going. In other words, they wouldn’t get the 
tariff on the same number of people that they had previously. And 
that, of course—after you stay down here for a while you realize that 
that’s very essentis il; and I believe that—I don’t know what the per- 
centage is—but it’s very large. 

Mr. Auten. Mr. Wagner, you mention that the number of jobs had 
been decreased. It’s true, is it not, that following World War IT, the 
number of jobs was reduced by several thousands over a period of 
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vears¢ Did that finally level off, or is it still continuing to a degree 
at this time ? 

Mr. Wacner. It leveled off somewhat, but it is still continuing on. 

Mr. Aven. Is the rate of decrease less now than it was, say, three 
vears ago—still leveling off ? 

’ Mr. Wacner. Gradually leveling off. 

Mr. Auten. Then I notice in the statement you say the legislation— 
referring to the Sullivan- Dorn bill—*would not cost the Federal Gov- 
ernment anything.” Is that because the tolls would be increased to 
take care of additional expense or because there wouldn’t be any addi- 
tional expense ? 

Mr. Wacner. That would be somewhat correct—the tolls would 
have to take up some of the expenses that are now being charged 

gainst the employees. 

Mr. ALLEN. One difference between those two bills and the ones 
favored by Mr. Mayer would be while both of you are endeavoring 
to get the same type of relief for the local employees, where one ap- 
proach is to shift the additional cost to the tolls and the other approach 
is to shift the cost to other agencies of Government or, more directly, 
to the actual users of the canal service. 

Mr. Waener. A part of the Sullivan bill would just implement 
some of the things that were in the other bills. In other words, it is 
true that the other agencies would pick up the tabs, also in our bills— 
that is, the Sullivan-Dorn bill. 

Rend AEN. Is it fair to say that if you can get your objective, vou 

: not too concerned just how it is obtained ? 

ae. Waaner. Yes, sir; it would be fair. 

Mr. Tumutry. Mr. Witness, you mention men losing their positions 
with the company. What is the average age, if you know, of the men 
who lose their jobs by virtue of this economy—so-called ? 

Mr. Waener. I can’t give you the exact age. I would say some of 
them run up between 50 and 60 years of age. 

Mr. Tumutry. What happens to those men after that ? 

Mr. Waaner. They are offered other jobs if there are vacancies on 
the Canal Zone. If not they have to return to their home States and 
try to get a job some place in the States. 

Mr. Tumutry. You said “inducements that jobs would be stable.” 
You mean that when you took the job originally, that as long as you 
performed your duties you may be able to stay to retirement? 

Mr. Waaener. That’s correct. 

Mr. Tumutry. How was that inducement given to you ? 

Mr. Waaner. In the letter and the booklet that was given to you- 
merely stated that the job was available and the type ‘of job usually 

lesignated whether it was temporary. 

Mr. Tumcury. In other words, the circular gave every indication 
that once you took it, that you would not be reduced or lose your 
position ¢ 

Mr. Wacner. That's correct. 

Mr. Dorn. Do you have copies of the booklet or the letter ? 

Mr. Wacner. I can supply them. 

Mr. Dorn. Would you supply them ? 

Mr. Waaner. Yes. 

Mr. Tumuury. I gather from you that there is a policy of hiring— 
to use the euphemistic term—“indigenous” employees—either through 
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contractors or directly and therefore putting out United States em- 
ployees who may hold civil-service positions or not, calling that a 
reduction for economy. 

Mr. Byrne. Do these contractors hire any of these people who lose 
these jobs? 

Mr. Waener. On that point, we have been told repeatedly—and 
when my house was painted, I talked to one of the painters and they 
had been employed by the Panama Canal. I would judge they were 
getting approximately 60 cents an hour. My house was contracted— 
interior—kitchen, large living room, 3 bedrooms, and a bath—contract 
was $60. The 2 men worked on that house for 6 days—$60. It was 
subcontracted from the original contractors. 

Mr. Byrne. What was the original contract ? 

Mr. Waener. I couldn’t tell you. 

Mr. Byrne. How many bidders bid on that contract ? 

Mr. Waener. I would say, on those contracts, either 3 or 4. 

Mr. Byrne. How many former employees of the Canal Zone worked 
on your house? 

Mr. Wacner. One of the two men. 

Mr. Byrne. What was the difference in wages and the age? Age 
has nothing to do with loss of job. 

Mr. Wacner. Now, I merely make the point that the maintenance 
painting was to be done by a contractor; and, therefore, they let the 
Canal Zone maintenance painters go. The contractor pays 30 cents 
while the Canal Zone minimum is 55 cents an hour. 

Mr. Tumutry. Because the local labor is cheaper, is that right?— 
“indigenous” labor. 

Mr. Wacner. The local-rate is cheaper, and also at a certain point, 
supervision drops; in other words, if you get rid of 100 maintenance 
painters, you get rid of the strawbosses. 

Mr. Dorn. Were the maintenance painters local-rate or Stateside ¢ 

Mr. Waaner. The maintenance painters are local-rate—that’s cor- 
rect ; but they’re supervised by the United States citizen. 

Mr. Tumutrty. In other words, they get rid of the local-rate em- 
ployees, so get rid of the supervisor? And then they contract it out 
to the local contractor, who makes, perhaps, the money—salary—that 
would have gone to the supervisor, and perhaps works under condi- 
tions less stable than would prevail if supervised ? 

Mr. Wacner. That is correct. 

Mr. Tumutry. Do you understand, as far as you can see it, a de- 
liberate policy ? 

Mr. Waener. Deliberate—— 

Mr. Tumutrty. So that it works to the detriment of our own em- 
ployees? Is the painting job as good? 

Mr. Waener. That’s open to argument, I would say. 

Mr. Tumutrty. Do you feel in a position to comment on that? 

Mr. Wacner. From what I’ve seen in my own house and what I have 
seen in the painting of the commissary, I would say it was inferior. 

Mr. Tumutty. So while we might save money, we will get inferior 
work. 

Mr. Waener. That’s also correct about electrical contracts. We 
had a contract for the electrical wiring in school buildings, and I be- 
lieve that you’ll find that the work performed by United States citizens 
is far superior to the work that is performed by this local-rate worker. 
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Mr. Tumutry. You mean electrical wiring? 

Mr. Waener. That’s right. 

Mr. Tumutry. In school buildings. 

Mr. Wacner. In school buildings and commissaries. 

Mr. Tumutry. What is the safety aspect with respect to schools— 
this wiring—can we say it’s as safe as if 1t were done by United States- 
supervised personnel ? 

Mr. Waener. The inspection is done by a United States citizen, but 
the thing is the limited—the time, prob: ibly, that he could look at 
every individual outlet is limited. And generally he catches most of 
the errors, but there are times when he may not get them. 

Mr. Tumutry. Well, I’d say from that, it is your opinion that the 
electrical wiring may not be as safe as it would be if done under the 
supervision of the United States citizen, as had been done heretofore. 

Mr. Waaner. That’s correct. I believe I can make the statement 

that the Canal Zone electrical division had to go into one of the instal- 
lations on the Canal Zone and do over the work that was done by a 
contractor. 

Mr. Tumuttry. Had to do it over? So no real saving there at all. 

Mr. Wacner. That’s right. 

Mr. Tumutry. I gather from you that this persistent policy of con- 
tracting out, if followed, could very well lead to the elimination of 
all United States citizens working for this Panama Canal Company. 
There’s no logical end to it. I can see that if this were followed, what 
is to prevent the same thing being done in every field, even to the 
extent of the ships? 

Mr. Waener. The shippers would probably object where it got to a 
place where they had to pay damages on equipment. Now, we could 
probably supply definite information as to where it was to the detri- 
ment of the shippers even, to permit this local labor to take over. 

Mr. Tumutry. I mean I am correct in assuming that if this policy 
doesn’t have some limit, if it isn’t circumscribed so if there is a fair 
share of it retained, I think we all agree we want to be fair about it, 
but this policy indicates a process of elimination, a deliberate process 
so that ultimately there will be no United States labor here—as far 
as I can see. 

Mr. Wacner. Mr. Roderick made the statement that they—that the 
policy would be that they would use all the indigenous 2 etn they 
could obtain. If electricians were available, or—that is, in number— 
if there was a sufficient number of electricians available, they would 
set the salary and hire the local people—the indigenous—rather than 
bring a man down from the States. 

Mr. Tumutty. Has the recruiting changed in the States at all—do 
you know? Can you recruit as easily now? 

Mr. Waener. I can make this statement: They have been trying 
to obtain men for the locks overhaul, and up to maybe a month ago, 
they had quite a time getting sufficient electricians, and I believe ma- 
chinists also, to fill their quota. 

Mr. Tumutty. These men would be hired ; nothing to pre vent some 

change in policy—‘Well. we will have a contractor come in’? 

Mr. Waener. This particular job is of a type I don’t believe the 
administration would care to give it out on contract 

Mr. Tumctry. I’m only pointing out that there is danger that the 
United States personnel may be put in position where, after a number 
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of years of having given their life to this work—they will have to 
c ompete in the labor market back in the States after they get to a cer- 
tainage. They are retreads so to speak. 

Mr. Wacner. May I give my own example? I have for several 
years desired to leave a Isthmus. I’ve made application. And I 
was offered one particular job that I turned down, and then the per- 
sonnel department of the Panama Canal received inquiry if I was 
interested in another job. I answered immediately “yes,” and the 
personnel department so informed the bureau of the recommendation. 
However, within 2 weeks I received notice that the job was given to 
another man, and the primary reason is that I’ve been down here 
since 1937 and have not been able to keep up with the improvement 
in the United States. Also, the standards in the United States have 
increased in my particular job, and, requires electrical engineer’s 
degree now; and, of course, there’s more opportunity to attend night 
school up there than there is down here. 

Mr. Tumeritry. When a man in your position gets let out for econ- 
omy, probably has no future at all. 

Mr. Wacner. That’s right. 

Mr. Tumutry. Thank you very much. 

Mr. Garmatz. To get back to this painting contract. I don’t want 
to go too far into it but if I understand correctly, the painting con- 
tract is let out first; then that contractor in turn sublets it ? 

Mr. Waener. That’s it. 

Mr. Garmatz. Is there any way that we can tell as to the cost of 
the original contract, what the holder of the sublet contract would 
make by hiring probably cheaper labor, or is there any stipulation 
that it must be a certain type of labor? In other words, you can let 
the job to me for $100, and I can let it for $60—is that the sense of 
it or not ? 

Mr. Wacner. I believe that could be better answered by the admin- 
istration. I merely know that the contract in my house was sublet. 

Mr. Garmatz. To another contractor ? 

Mr. Waenrr. To another contractor. 

Mr. Garmatz. One more thing I want to ask about is electrical in- 
spection. What sort of electrical inspection is there in the Zone? 

Mr. Wacner. We have our own inspectors that 

Mr. Garmatrz. What do you mean, “we” ? 

Mr. Wacner. The administration picks an electrician or man with 
electrical engineer’s degree and passes him to be an electrical inspector. 

Mr. Garmatz. How many do you have here? 

Mr. Wacner. I am not positive; I think 3—maybe 4. 

Mr. Garmatz. Full-time? 

Mr. Wacner. That depends upon how many contracts there are. 

Mr. Garmarz. Then he is inspector one week and works with tools 
the next ? 

Mr. Wacner. So far T only know of the man going back once. I 
can’t answer that; I can find out. 

Mr. Garmatz. You think you have enough electrical inspectors 
here—I mean generally ? 

Mr. Waener. Generally, yes. 

Mr. Garmatz. You think they are capable? 

Mr. Waaner. Yes, sir. 
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Mr. Garmartz. I think I ought to know; I was in the electrical 
business. 

Mr. Auten. Mr. Chairman. Mr. Wagner, up north, in most in- 
stances, when there’s a reduction in force, I think they have a standard 
procedure of separating out those who are most recently on the force 
in the jobs that are cut down. One more thing up there; when they 
do that, they endeavor to keep the rate of job cutting-down to approxi- 
mately what the normal rate of attrition is at the time, so that job 
separations would be mostly voluntary. or just in the natural course 
of events; they don’t fill them. Now, isthe policy down here different 
from that? Or, in other words, are there people down here who are 
let off who want to stay in the canal, or is the job elimination held 
somewhat in line with the natural resignations and quitting? 

Mr. Wacner. As more of this work is given out to the contractor, 
there’s less work for the Company employees. And it’s got to a place 
now where, after this overhaul, I believe there will be another reduc- 
tion in electricians. 

Mr. Auten. Have any men gone back north who didn’t want to go 
back, or who were, as it were, fired while they wanted to stay on the 
job? 

Mr. Waaner. I believe there has been some, yes. But as you stated, 
the attrition has taken care of most. 

Mr. Auuen. Actually what has been happening, their places are 
filled down the line with some local-rate employees, with a little dif- 
ferent classification in wording? 

Mr. Waener. Not in regard to electrician or machinist. Electrician 
and machinist—most of them have left on their own accord—TI means 
they were dissatisfied with the inducements down here. A lot of the 
people think that they can save a considerable amount of money and 
return to the States with enough to buy a house or something. But 
after they find out that they pay it all in rent, then there’s nothing left, 
so they finally pull up stakes and go to the States. 

Mr. Auten. I think possibly in: \advertently gave the idea that there 
was a policy which might lead to the elimination of all United States 
labor down here. Is there anyone who thinks that the policy of the 
present administration wants to eliminate all the United States-rate 
people? 

Mr. Waener. No, I wouldn’t say a policy to eliminate all. 

Mr. Atien. The argument is where the line should be drawn ? 

Mr. WAGNER. Origin: uly, the carpenters and painters were United 
States-rate. Now, the few remaining ones are local-rate—and then the 
United States-rate supervisor. 

Mr. AtLeN. Well, aren’t almost all supervisers—or what they call 
people in sensitive positions—United States-rate and likely to stay 
that way ? 

Mr. Wacner. That is correct. 

Mr. ALLEN. You mentioned the rent situation—we were talking 
about rent control a little while ago. Actually all these house are 
owned by the Government, so there is complete rent control ? 

Mr. Wacner. That’s right. 

Mr. Aten. Just a matter of whether the Government is right in 
fixing the rent at present levels? 
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Mr. Tumuury. Mr. Wagner, do you United States citizens sign 
an affidavit when hired; that, they don’t belong to subversive organi- 
zations and will not str ikke against the Government ? 

Mr. WAaner. Mr. Munro can 

Mr. Munro. United States citizen employees on the Canal Zone 
sign a standard Civil Service loyalty affidavit and no-strike clause. 
The local-rate employees who are employed by the Company-Govern- 
ment sign a similar one but not on the same form; it’s a Panama Canal 
form, but materially the same wording. 

Mr. Tumuuty. So where you have a local-rate employee losing 
his position due to economy, then a contractor coming in—you have 
labor that comes in that is not required to sign any ‘oath that they 
are not a member of any subversive organization or will not strike 
against the Government—they could walk off the job ? 

Mr. Munro. To the best of my information and belief, that is true; 
but I think that question should be directed to the Company. 

Mr. Tumuury. But nevertheless, a policy which gives work out 
to contractors formerly done directly by employees does tend, if con- 
tinued, to not only eliminate the employees but to eliminate the super- 
visers, because nobody is left to supervise. So that it is fair to say 
that unless the policy is checked, it could lead to the elimination of 
all United States employees. 

Mr. Munro. That is my opinion, yes, sir. 

Mr. Waenenr. I believe the limit would be the number of employees 
absolutely necessary to operate the canal, to put ships through. Our 
records will show that, I believe twice, they have had a work stop- 
page on the Canal Zone, and that the United States-rate people had 
to go in and do double duty in order to keep the ships going through 
the canal. 

Mr. Tumvutry. And if they lose too many United States employees, 
there is a possibility the canal would cease to function in an emer- 
gency. 

Mr. Waener. That’s right. 

Mr. Tomutty. Unless we have enough people around to take over. 

Mr. Waener. That’s correct. 

Mr. Garmatrz. You spoke about this overhauling job. I think 
T saw an advertisement in the paper for machinists, electrical work- 
ers—where did I read it, now? 

Mr. Waener. That’s correct. 

Mr. Garmatz. How would those people be hired? Under what 
terms—6 months’ stay, or 3 months’ stay, or catch-as-catch-can ? 

Mr. Waanrr. Those people are informed that the job duration 
will be 6 months or until it’s completed; they are not guaranteed any 
specific time—no, definitely not. Of course, we have the same trouble 
we have anyplace, and that is that if some of our younger men come 
in that are veterans for permanent job—then the nonveteran, of 
course. will have to go first: and in some cases we have been caught 
down here—when a man with, I believe, 29 years’ service almost lost 
his job. The only thing that saved him was that somebody else quit 
in between the time that he was notified and the time that he left. 

Mr. Tumcury. What would be his prospects for other employ- 
ment at that time? 

Mr. Waener. I believe the possibility of getting work in the States 
was not too good. 
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Mr. Tumuttry. How would he stand with respect to any retirement 
benefits ¢ 

Mr. Waener. He couldn’t get the retirement if he had less than 
twenty years, and then, of course, it would be a reduced rate. 

Mr. Garmatz. That same situation you spoke of concerning vet- 
erans—I think that exists all over. 

Mr. Waenerr. That’s right. 


SECTION 412 (B) OF TITLE 2 OF THE CANAL ZONE CODE 


The first language change in qualifying subsection (b) is “(1) the 
cost of reimbursing retirement and other funds and Government agen- 
cies under section 252 of this title ; 

Section 252 states: 

Reimbursement of other agencies—The corporation shall reimburse the Civil 
Service and Canal Zone retirement and disability funds for Government con- 
tributions to the retirement fund applicable to the corporation’s employees, and 
the Employees’ Compensation Fund, Bureau of Employees’ Compensation, Federal 
Security Agency, for the benefit payments made to the corporation’s employees, 
and shall also, reimburse other Government agencies for any payments of a 
similar nature made on its behalf. 

This section states: 

The Corporation shall * * *. 

In our opinion, there is nothing in this section which directs or even 
infers that these charges shall be recovered from the employees on 
reimbursements attributed to workers employed in the Employee Serv- 
ices Activities. However, we are told because it’s a sound accounting 
principle—that such reimbursement is a connected cost of the ac- 
tivity—that the employee must pay such costs. 

The qualifying amendment does not affect section 252 at all. The 
Corporation will continue to reimburse as directed. 

We have been unable to find any other group of Federal employees 
who contribute toward any reimbursement as required by this section. 
Language similar to section 252 appears or has been recommended 
for inclusion in several other Federal corporation acts. We want to 
point out that none of the Federal employees of these agencies pay 
the retirement as required by the Panama Canal Company accounting 
sytsem. Inasmuch as 17 other Federal corporations bear this cost 
without reimbursement by the employees as required by the Company- 
Government accounting system, we therefore asked the committee to 
sive this amendment favorable consideration so that these charges 
will not be passed on to the Company-Government employees but in 
stead will be accounted for as corporate expenses. 

The second qualifying language change appears within the paren- 
thesis. 

(2) interest and depreciation (including interest and depreciation with respect 
to housing and other facilities provided solely for employees of the Federal 
Government and their dependents by the corporation or the Canal Zone Govern- 
ment) ; 

and the present law states : 

(b) Tolls shall be prescribed at a rate or rates calculated to cover, as nearly 
as practicable, ALL COSTS OF MAINTAINING AND OPERATING the Panama 
Canal, together the THE FACILITIES AND APPURTENANCES related thereto, 
INCLUDING INTEREST AND DEPRECIATION (capitals and italic supplied). 
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It it our opinion that the employee housing, service centers, and com- 
missaries are facilities and appurtenances: therefore, the toll rate 
should be set to cover these charges. These are just as much a tool 
of our trade as the control house or our mechanics’ tools. The Com- 
pany supplies a place for the employees to work; why not a place to 
live? I wish also to call to the attention of the committee the unique 
condition on the zone. We are compelled to live in Government hous- 
ing. We cannot own our homes in the zone, and there are no other 
facilities available within the zone. In a decision handed down by 
the judge of the United States district court the employees occupying 
Government housing were referred to as captive tenants. 

The Booz, Allen & Hamilton report recommended the employees’ 
rent be reduced 50 percent. 

The Board of Directors approved the 50 percent reduction in prin- 
ciple but as of this date have only put in a reduction of 7 percent ef- 
fective January 1, 1955, and reduced that to 3 percent effective July 1, 
1955 . 

The rent breakdown in the charges reflected in the rent as supplied 
by the Booz, Allen & Hamilton report indicates the following: 


Percent 

TREO nites hes adieesatineck ences 8 ea i i a i 
a a 11.4 
i 34.8 


This legislation will achieve a greater part, approximately 34 percent, 
of the Booz, Allen & Hamilton recommended 50 percent reduction. 

The first suggested amendment (subsection (b) (1)) would account 
for approximately 5 percent more. 

In view of the impartial recommendation of the Booz, Allen & 
Hamilton report to reduce employees’ rent, we ask the committee to 
give favorable consideration to this second clarification. 

The next clarifying amendment, subsection (c), is related to the 

revenues to be excluded from the computations st allocating the costs 
of the Canal Zone Government: 

Revenues derived from supplying goods and services to the employees of the 
Federal Government and dependents should not be used to pay any of the costs 
of the Canal Zone Government. 

The employees do not think it is proper to be required to pay for 
any services over which they cannot have reasonable control. 

If you are in the United States and a governing body does not fulfill 
its obligation in a manner you feel proper, you could petition for 
remedial action and, if not forthcoming, with the support of a ma- 
jority group—and your case had merit—mustering enough voting 
power, the necessary changes could be made. We can’t do that down 
here. We have no “voting-out” privileges. I am sure the members of 
this committee have not forgotten your history of the Boston Tea 
Party. 

The Company refers to these services as transactions within the 
Company. The Company has taken a position that revenues derived 
from the employees’ transactions with the employees’ service activities 
of the Company are revenues arising from transactions within the 
Company and therefore are excluded from the computations affecting 
the Canal Zone Government. 
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The Booz, Allen & Hamilton report states that employees are paying 
toward the benefits and municipal services which used to be free, but 
to what extent was not known. To obtain this figure would have been 
an enormous job. 

The employees have been repeatedly informed by the Company that 
they do not pay any part of the Canal Zone Government. If such is 
true the Company should have no objections to this amendment and 
it will certainly reconcile these two statements. 

At the present time the Company’s pricing formula is bas sed on the 
principle of reasonableness. 

I want to make it clear here that the two bills contain nothing more 
than conditions afforded other Federal employees and fringe benefits 
that United States shippers give their own United States-citizen em- 
ployees when they send them out of the continental United States. 
~ Mr. Garmarz. Are there any questions at this point? 

Mr. Auten. Mr. Chairman, did the other bill accomplish the same 
purpose ? 

Mr. Waener. Practically so; yes. 

Mr. Garmarz. I personally want to ask you one question. a 
Wagner, on page 11 you say, “The Board of Directors approved the 
50 percent reduction 1 in prince iple but as of this date have only put in a 
reduction of 7 percent effective January 1, 1955, and reduced that to 
$ percent effective July 1, 1955.” Can you elaborate on that a little 
more? Do you know just what’s holding up that 50-percent 
reduction ¢ 

Mr. Waener. That was attributed to the savings in maintenance 
cost, and some of it was supposed to reflect the contracting of the 
painting of the houses. In other words, instead of having the Canal 
Zone maintenance group do the painting, they sublet it to a con- 
tractor, and the difference in cost was supposed to be passed on to the 
employees. 

Mr. Garmarz. I don’t quite get that; that is a little deep, but-——— 

Mr. Munro. Mr. Chairman, maybe I could answer that better. If 
you will recall, during the hearings on the Booz, Allen & Hamilton 
report, in the 83d Congress, the Company took the position that the 
recommendations were made at the request of Congress, and they had 
turned them over to this committee. ‘They therefore would be guided 
by any decision this committee desired to make. While they agreed 
in principle to a 50-percent rent reduction, it was uncertain as how 
best to place it in operation. The company left it, I believe, in the 
hands of this committee to tell them what part of the report they 
should put into effect. I think the record will bear that out. There- 
fore, nothing was done. 

Now, as far.as the situation was concerned, under The Bureau of 
Budget Circular A—45, rents are based on maintenance, interest, and 
depreciation. With the abolition of the older type house, on which 
the maintenance was terrific, we were keeping after the administration, 
saying, “Now that the older houses are gone and you're not doing 
any maintenance on the new houses; why do our rents stay up? So 
they recalculated and I believe they come up with the 7-percent figure, 
based on the fact that the new houses didn’t require the amount of 
maintenance that the old ones did. Later a 6-month recalculation 
dropped it down to 3 percent. 




















































56 ADMINISTRATION OF THE PANAMA CANAL COMPANY 


But I believe the Company could give you the detail a whole lot 
better than we could. Basically, that’s the picture. 

Mr. Garmatz. Quite a difference between your 3 or 7 percent and 
your 50 percent. 

Mr. Tumu try. It is still to be determined by this committee whether 
or not that section of the Booz, Allen & Hamilton report should go 
into effect. 

Mr. Munro. That is correct. 

Mr. Tumutry. In other words, they have only recalculated this 3 
percent and 7 percent until such time as this committee makes up its 
mind ? 

Mr. Munro. That is our opinion, sir. 

Mr. Tumutrty. There is indication of the approval in principle of 
the entire report, I take it ? 

Mr. Munro. That is correct, sir. 

Mr. Tumutry. In other words, they wanted the committee to de- 
cide for them ? 

Mr. Munro. The basis for that is Public Law 841. 

Mr. Tumoutry. Passing the buck ? 

Mr. Munro. 841 is a congressional law. 

Mr. Tumutry. Therefore the Company felt it would be proper to 
leave the determination to the appropriate committee ? 

Mr. Munro. That could be changed very easily. In the law, there 
is a qualification that exemptions to Bureau of Budget Circular A-45 
could be made on the request of the Bureau of the Budget and ap- 
proved by the House Appropriations Committee chairman. If this 
committee sees fit. to one any change, it can request the change 
through the Bureau of the Budget with the approval of the House 
Appropriations Committee chairman. 

Mr. Tumutry. So that, without laboring the point, it awaits official 
action by this committee. 

Mr. Munro. That is correct. 

Mr. Wacner. There’s one impression that I hope you gentlemen 
did not get, and that is that our house rents are limited to $45 a month. 
I was informed that there are quite a few of them that run over the 
hundred-dollar figure. 

Mr. Byrne. I understand that from letters that I have received— 
and I’d also like to say that when you send me a letter, sign your name, 
because it will not go into anybody’s hands but mine. Most letters 
have been anonymous. So you say you can pay as high as $125 a 
month. Why would that be? 

Mr. Wacner. There’s a type house, and it’s calculated on that for- 
mula that it comes up to that figure. 

Mr. Byrne. Based on difference in locations ? 

Mr. Waener. No; it’s the type of house—the number of rooms, and 
the construction of the house. We would be glad to take you gentle- 
men around to show you some of these houses that 

Mr. Garmatz. I wish we had time. Last year when we were here 
with you people we saw some of these new homes—Mr. Zincke and I 
on our own were trying to get some real facts and figures and see for 
ourselves just what the problem was. If you want to elaborate on: 
that, Mr. Zincke 

Mr. Zincke. No, sir; I don’t think it’s necessary. 
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Mr. Garmatz. I would like to ask one question. What is the high- 
est rent of your homes and what do they have by way of rooms? Do 
any of you men know? 

Mr. Munro. I think the Company could supply that. 

Mr. Garmatz. In other words, no rich people here today ? 

Mr. Tumutty. What is your opinion of these homes¢ I mean, say, 
where you pay $96 or $100, is that a separate house or two-family or 
what? What is your opinion of construction ¢ 

Mr. Waener. One particular home that I can recall is a three- 
bedroom cottage, and that’s on the ground—concrete. The other one 
is a 4-bedroom duplex, and I believe that’s about $93. 

Mr. Tumutry. Duplex? 

Mr. Waaner. That’s right. 

Mr. Tumutry. Party wall between the two? 

Mr. Waener. Party wall. That is one of the complaints we have 
down here—that the walls are not insulated to where the man next 
door can’t hear everything you say. 

Mr. Tumutry. In other words, it is difficult for a man to have a 
legitimate argument with his wife ¢ 

Mr. Waener. There is one house which they call the breezeway ; 
I believe that type rents for $125. That, I be home, is the top now. 

Mr. ALLEN. It’s true, isn’t it, that these rents are fixed according to 
the size of the house, the age of the house, the type of construction, 
and then the persons who want the vacant houses are taken care of 
in order of seniority ? 

Mr. Wacner. That’s correct. At the present time, the vacancies 
are posted, I believe, on Tuesday in various places—the clubhouses 
and post offices—and then the individual that desires the house places 
an application with the housing manager, and if he has the seniority, 
then he receives the appointment to the house. There are several 
strings tied to this. Some houses are reserved for large families. 
They are the older-type houses that you see down here, and 4-family 
concrete, and those are reserved for large families. 

Mr. Aten. But it isn’t necessarily true that the man with the larg- 
est salary has the most expensive house, in other words. 

Mr. Wacner. No. Occasionally a man who has been down here for 
a number of years—the family is gone, the children are through col- 
lege—he no longer has that expense ; then the last year or 2, why, he’ll 
blow himself a little bit and take one of these expensive houses before 
he retires. 

Mr. Tumuury. The revenue from this rental then goes to the 
Company ? 

Mr. Waener. That’s correct. 

Mr. Tumutry. And does the Company make a profit out of that, do 
you know ? 

Mr. Waener. No; the formula definitely does not provide for 
ee The figures can be supplied. There’s been no deficit in the 

United States rate. 

Mr. Garmartz. Is there any shortage of houses here, any problem of 
the people getting into the new homes, in general? Are ‘they mov ing 
alright ? 

Mr. Wacner. At the present time it’s quite static, because the new 

homes are filled, and the only change-over you have is in case somebody 
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retires and then another employee takes that. At the present time, 
the houses that run around the $93 with the four bedrooms are going 
to new employees, because economically minded employees shy from 
that amount of rent, $93. 

Mr. Garmatz. In ‘other words, they would like to have a new home? 

Mr. Wacner. They can get a home within their reason. 

Mr. Tumutry. How old are these older homes? 

Mr. Waener. | believe we still have some probably of 1914. I 
believe the house I live in is pretty close to 

Mr. Tumutry. New ones apparently aren’t big enough to accom- 
modate them ? 

Mr. Wacner. Some of these up-and-down duplexes have 3 and 4—— 

Mr. Tumutry. But rent would be prohibitive? 

Mr. Dorn. You mean to say the house you live in now was built 
in 1914? I’m inclined to think that you are in error. 

Mr. Waener. It’s the old houses over on Plank Street. 

Mr. Byrne. Who builds these houses, outside contractors ? 

Mr. Wacner. The new houses have been built by contractors. 

Mr. Byrne. Are bids taken on them? 

Mr. Waener. Competitive bidding. 

Mr. Byrne. Mostly cinder-block walls? 

Mr. Wacner. They’re all concrete. 

Somebody just gave me the actual date. My house was built in 
1921. 
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Amendment to section I regarding the Department of Commerce: 
Section 245 would place the Panama Canal Company in the Depart- 
ment of Commerce. The American Federation of Labor adopted a 
resolution at the 1954 national convention submitted by the Central 
Labor Union-Metal Trades Council recommending that supervision 
of the Panama Canal Company and Canal Zone Government be trans- 
ferred from the Department of the Army to the Department of 
Commerce or such other purely civilian department as may be deter- 
mined appropriate. The language of this bill does not provide any 
safeguard against the formulation of a lar ge agency which would 
definitely increase all costs. Our resolution intended that all work 
be performed by and under the management of the Panama Canal 
Company-Canal Zone Government, and billed to the various agencies 
involved and definitely not that each agency set up their own group on 
the Canal Zone. 

We recommended that the legislative intent be spelled out. 

Section II would designate the Secretary of Commerce as the stock- 
holder in the Panama Canal Company. It appears this section would 
place at the heads of the Company an individual and provide him 
with a staff equipped to handle the job. 

Under the present law, the President of the United States or such 
officer of the United States as designated by him is the head of the 
Company without a staff to help him except such officers and employees 
of the Panama Canal Company as he desires to use. 

At present the President of the United States has designated the 
Secretary of the Army as the stockholder. He uses the Department 
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of the Army staff as required and it is hard to determine if the Depart- 

ment of the Army is operating the Panama Canal Company or not. 

It is felt that placing the Panama Canal Company under the De- 
{ partment of Commerce would be a step in the right direction in 
placing a commercial enterprise under civilian control rather than 
S be subjec ‘ted to military control. 
| Section 3 (e): Provision is made (1) to reimburse the Canal Zone 
| Government for costs of immigration and custom services for the 
: Republic of Panama, and the cost of rendering goods and services 
which would otherwise normally be borne by other departments of 
the United States Government in its overseas trusts, Territories, and 
Government reservations. 

Your attention is called to the point that if other Government 
| agencies are required to pay for rendering goods and these services, 
| they would also want to administer them, which would result in each 
of them setting up an organization here. 

It is suggested that language be inserted to provide that the Canal 


Zone Government would continue to perform the services as at the 
present but would bill the various agencies concerned with the cost of 
} rendering the service. 
3 


(2) Providing a formula spelling out the ratio to be used in pro- 
rating costs of operating, maintaining roads, highways, sewers, and 
§ other such facilities and services used by joint military personnel and 
; their families and Canal Company-Government civilian employees. 

It does not appear that the ratio as spelled out is equitable, as only 
military personnel located in the Canal Zone are included for the 
military’s proportion, while on the other side there are not only the 
United States citizens but citizens of the Republic of Panama em- 
ployed by the Company-Government included. 

In order to equalize this ratio, the civilian employees of the military 
should also be included in their proportion. 

We believe the phrase “such facilities and services” should be clari- 
fied by wording similar to facilities and all services supplied normally 
by local taxes. 

Mr. AxteNn. Before you leave that first section; when Mr. Mayer 
was testifying, he made quite a statement as to how he thought that 
the bill should be administered. Does that statement as to how it 
should be administered conform generally to the way in which you 
have stated the administration should be spelled out ? 

Mr. Wacner. Generally, yes; with the exception that we clarified 
the inclusion of the civilian employees of the military. 
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SECTION 247. MANAGEMENT OF CORPORATIONS 


This section sets up anew plan for the operations of the Company. 
The Secretary of Commerce who was brought into the picture in sec- 
tion 2 appears to have been left out of this section 247. Subsection 

(a) sets up an administrator; (b) a deputy administrator; (c) an 
ao isory board of seven members. All of these positions are to be 

illed by appointment of the President with the advice and consent of 
the Senate. 

We recommend that the words “President of the United States” be 
deleted and Secretary of Commerce be substituted. 
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If the object of this bill is to place the Panama Canal Company 
under the Department of Commerce, section 4 appears to defeat that 
purpose. Another omission is a stipulated term of office for the 
positions covered by subsections (a), (b), and (c). This bill fails to 
place the Canal Zone Government under the Department of Com- 
merce. It appears that there will be 2 organizations on the Canal 
Zone, 1 headed by the Governor and the other by an Administrator. 
At the present time both jobs are filled by the same person; the bill 
also fails to tie the Canal Zone Government to the Panama Canal 
Company. It appears, from a practical standpoint, that there is no 
necessity of having 2 top men operating 2 organizations as closely 
related as the Company-Government. There would be no need for 
the Canal Zone Government if there was no Company. 

Subsection (c) limits the duties and authorities of the Advisory 
Board to “review of the general policies” and “shall advise the Ad- 
ministrator with respect thereto.” (Italics supplied.) 

At present the management of the corporation is vested in the 
Board of Directors. 

It seems to be preferable to give the Board the power of participat- 
ing in management of the Corporation rather than be a group of figure- 
heads. 

To follow the present-day trend toward better labor-management 
relations, the Board should include a member of or ganized labor. 
And inasmuch as the prime purpose of the Canal Zone is to benefit 
the shipping industry, consideration should be given to including a 
meiiber of that industry on the advisory board. 

Mir. Garmatz. Any questions here, up to this section, inclusive, per- 
taining to 247? 

Mr. Aten. It would appear, I think, from Mr. Mayer’s testimony 
that he has come somewhat toward your point of view with regard to 
what you've just mentioned on that section. Is that correct? 

Mr. Waener. That is correct. They left the appointment to the 
President rather than to the Secretary of Commerce. 


Secrion 248—“GENERAL PURPOSE OF THE CORPORATION” 


The purpose of this section appears to be to remove certain losses 
by making all activities self-supporting, and set up a formula to in- 
clude the costs of items of overhead, maintenance, depreciation, inter- 
est on investment, and a proportionate share of the net cost of the 
Canal Zone Government. 

First, to authorize the canal and transit facilities as major objec- 
tives (assumed to be self-supporting). 

Second, to authorize the Company to also operate facilities not en- 
gaged in actual transiting ships on a self-supporting basis. “Self- 
supporting” is defined to include the cost of items of overhead, mainte- 
nance and operation, depreciation, interest on investment, and a pro- 
portionate share of the Canal Zone Government costs. 

In order to determine true costs as a basis for setting rates and 
charges, for nontransit facilities primarily serving individuals and 
companies and those conducting a commercial business, should be on 
a self-supporting basis and bear their proportionate share of the cost 
as stipulated. 
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In as much as we employees are on the zone for the sole purpose of 
working for the Company-Government, we must be considered an 
integral part of the Company-Government and should not be required 
to pay such items of cost as a proportionate share of the Canal Zone 
Government or interest on the investment, for those nontransiting 
facilities such as commissaries, housing and service centers established 
principally for and restricted to our use. 

Mr. Garmatz. Any questions up to this section ? 

(No response.) 

Mr. WaeneEr. Section 5 of section 248 (b)—General powers of cor- 
poration—this section defines the pewers of the Corporation and sub- 
section (5) authorizes the Corporation to appoint employees and fix 
their compensation. However, there is no protective language rela- 
tive to the number of United States citizens to be employed in the 
skilled, technical, clerical, administrative or supervisory positions. 
The following has been a part of the yearly appropriation legislation 
for the Canal Zone since 1939. It is suggested that this committee give 
consideration to its including the following in the bill which may be 
enacted : 


Only citizens of the United States of America or of the Republic of Panama 
shall be employed in skilled, technical, clerical, administrative or supervisory 
positions except for temporary employment in case of emergency: Provided, 
however, 

(1) That, notwithstanding the provision in the act approved August 11, 1939 
(53 Stat. 1409), limiting employment in the above mentioned positions to citizens 
of the United States from and after the date of the approval of said act, citizens 
of Panama may be employed in such positions; 

(2) that at no time shall the number of Panamanian citizens employed in the 
above-mentioned positions exceed the number of citizens of the United States so 
employed, if United States citizens are available in continental United States or 
on the Canal Zone; 

(3) that nothing in this chapter shall prohibit the continued employment of 
any person who shall have rendered 15 or more years of faithful and honorable 
service on the Canal Zone; 

(4) that in the selection of personnel for skilled, technical, administrative, 
clerical, supervisory, or executive positions, the controlling factors in filling these 
positions shall be efficiency, experience, training, and education; 

(5) that all citizens of Panama and the United States rendering skilled, 
technical, clerical, administrative, executive, or supervisory service on the Canal 
Zone under the terms of this chapter— 

(a) shall normally be employed not more than 40 hours per week; 
(b) may receive as compensation equal rates of pay based upon rates paid 
for similar employment in continental United States plus 25 percent; 

(6) this entire section shall apply only to persons employed in skilled, techni- 
cal, clerical, administrative, executive, or supervisory positions on the Canal 
Zone directly or indirectly by any branch of the United States Government or 
by any corporation or company whose stock is owned wholly or in part by the 
United States Government : 

Provided further, That the President may suspend from time to time in whole 
or in part compliance with this section in time of war or national emergency if 
he should deem such course to be in the public interest. 


Section 249 (g) specific powers of corporation—page 9 line 18— 
provides that the Governor, Panama Canal, can take emergency action 
when Congress is not in session. 

Your attention is called to the fact that the position of “Governor, 
Panama Canal” no longer exists and has been replaced with “Governor 
of the Canal Zone.” 

Also on page 15 this testimony, I called your attention to the lack 
of a tie between the Panama Canal Company and the Canal Zone 
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If the object of this bill is to place the Panama Canal Company 
under the Department of Commerce, section 4 appears to defeat that 
Another omission is a stipulated term of office for the 
positions covered by subsections (a), (b), and (c). This bill fails to 
place the Canal Zone Government under the Department of Com- 
It appears that there will be 2 organizations on the Canal 
Zone, 1 headed by the Governor and the other by an Administrator. 
At the present time both jobs are filled by the same person; the bill 
also fails to tie the Canal Zone Government to the Panama Cana! 
It appears, from a practical standpoint, that there is no 
necessity of having 2 top men operating 2 organizations as closely 
related as the Company- -Government. There would be no need for 
‘anal Zone Government if there was no Company. 

Subsection (c) limits the duties and authorities of the Advisory 
Board to “review of the general policies” and “shall advise the Ad- 
ministrator with respect thereto.” (Italics supplied.) 


At present the management of the corporation is vested in the 


Board of Directors. 

It seems to be preferable to give the Board the power of participat- 
ing in management of the Corporation rather than be a group of figure- 
heads. 

To follow the present-day trend toward better labor-management 
relations, the Board should include a member of organized | labor. 
And inasmuch as the prime purpose of the Canal Zone is to benefit 
the shipping industry, consideration should be given to including a 
meiber of that industry on the advisory board. 


‘Ir. Garmatz. Any questions here, up to this section, inclusive, per- 
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In as much as we employees are on the zone for the sole purpose of 
working for the Company-Government, we must be considered an 
integral part of the Company-Government and should not be required 
to pay such items of cost as a proportionate share of the Canal Zone 
Government or interest on the investment, for those nontransiting 
facilities such as commissaries, housing and service centers established 
principally for and restricted to our use. 

Mr. Garmatz. Any questions up to this section ? 

(No response.) 

Mr. Waener. Section 5 of section 248 (b)—General powers of cor- 
poration—this section defines the powers of the Corporation and sub- 
section (5) authorizes the Corporation to appoint employees and fix 
their compensation. However, there is no protective language rela- 
tive to the number of United States citizens to be employed in the 
skilled, technical, clerical, administrative or supervisory positions. 
The following has been a part of the yearly appropriation legislation 
for the Canal Zone since 1939. It is suggested that this committee give 
consideration to its including the following in the bill which may be 
enacted : 


Only citizens of the United States of America or of the Republic of Panama 
shall be employed in skilled, technical, clerical, administrative or supervisory 
positions except for temporary employment in case of emergency: Provided, 
however, 

(1) That, notwithstanding the provision in the act approved August 11, 1939 
(53 Stat. 1409), limiting employment in the above mentioned positions to citizens 
of the United States from and after the date of the approval of said act, citizens 
of Panama may be employed in such positions; 

(2) that at no time shall the number of Panamanian citizens employed in the 
above-mentioned positions exceed the number of citizens of the United States so 
employed, if United States citizens are available in continental United States or 
on the Canal Zone; 

(3) that nothing in this chapter shall prohibit the continued employment of 
any person who shall have rendered 15 or more years of faithful and honorable 
service on the Canal Zone; 

(4) that in the selection of personnel for skilled, technical, administrative, 
clerical, supervisory, or executive positions, the controlling factors in filling these 
positions shall be efficiency, experience, training, and education; 

(5) that all citizens of Panama and the United States rendering skilled, 
technical, clerical, administrative, executive, or supervisory service on the Canal 
Zone under the terms of this chapter— 

(a) shall normally be employed not more than 40 hours per week; 
(b) may receive as compensation equal rates of pay based upon rates paid 
for similar employment in continental United States plus 25 percent; 

(6) this entire section shall apply only to persons employed in skilled, techni- 
eal, clerical, administrative, executive, or supervisory positions on the Canal 
Zone directly or indirectly by any branch of the United States Government or 
by any corporation or company whose stock is owned wholly or in part by the 
United States Government: 

Provided further, That the President may suspend from time to time in whole 
or in part compliance with this section in time of war or national emergency if 
he should deem such course to be in the public interest. 


Section 249 (g) specific powers of corporation—page 9 line 18— 
provides that the Governor, Panama Canal, can take emergency action 
when Congress is not in session. 

Your attention is called to the fact that the position of “Governor, 
Panama Canal” no longer exists and has been replaced with “Governor 
of the Canal Zone.” 

Also on page 15 this testimony, I called your attention to the lack 
of a tie between the Panama Canal Company and the Canal Zone 
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Government which will exist if this bill is enacted, and for the purpose 
of clarity, I reiterate it here. 

This concludes my testimony on this bill; however, we have received 
a copy of the proposed revision to section 9 (b) of section 412 of the 
Canal Zone Code, which I would like to comment on. 

Bill No. 2, dated April 12, 1955, proposed by Pacific American 
Steamship Association, to amend section 412 of the Canal Zone 
Code 

Mr. Garmatz. Is that the new bill—no it is not. But you can com- 
ment on that if you want for the record. 

Mr. Wacner. We understand this legislation would establish a ceil- 
ing for prices of goods and services sold to the Panama Canal em- 
ploye es. Thisc eiling i is to be tied to a cost of living standard derived 
from a city or group of cities in the United States. 

This is in line with a letter by Mr. Mayer, president of the Pacific 
American Steamship Association, addressed to the Honorable Spes- 
sard L. Holland, chairman, Subcommittee on Department of Com- 
merce and Related Agencies, Committee on Senate Appropriations 
and which appears in the hear ings on page 700-701, paragraph 2, and 
I quote in part: 


* * * This leaves one very large operation of a nontransit nature. 


That is the sale of goods and supplies (food, housing, et cetera) to 
Canal employees. We do not believe that the Canal employee should 
be unduly burdened in his cost of living simply because he is required 
to live in the Canal Zone. 

Mr. Garmarz. You say “Canal employ ee” or “Canal Zone em- 


ployees” or just “Canal Zone employee” ? 

Mr. Wacner. That’s a quotation taken from Mr. Mayer’s letter. 

We are fully aware of the factors of being away from home and 
living in a tropical climate. Nevertheless, it must be pointed out that 
our Government employees live in many parts of the world and that 
Canal employees, like others, enjoy a 25 percent pay differential cal- 
culated presumably to compensate for the factors mentioned. 


Despite this bonus payment, however, we do not believe that sales of goods 
and services to employees should necessarily be required to recover full costs 
of supplying them, particularly if such costs are so extraordinary as to impose 
an undue burden. 

We believe that the problem can be settled equitably, either by an adminis- 
trative act or by statute, requiring that these goods and services be supplied at 
a cost equivalent to the cost-of-living level in Washington, D. C., on the basis 
computed annually by the Bureau of Labor Statistics. It is difficult to see how 
employees of the Canal Company, the Company, Congress or the users of the 
canal could object to such a formula. 


It appears that the inclusion of the Bureau of Labor Statistics in 
the formula may be acceptable in principle provided: that adjust- 
ments are made in wage and salary levels so as to place the Canal ad 
employee in an economic position comparable with other overseas 
tropical resident groups as determinel by the Booz, Allen, Hamilton 
report. 

There are many ramifications to this idea that will have to be clari- 
fied such as a purchase pattern for the Canal Zone, what goods and 
items are to be included, and so forth. 

The employee on the Canal Zone purchases an entirely different 
group of items than his counterpart in the United States, partly be- 
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cause of climatic conditions and some by necessity. For instance, 
while employees in the United States buy part winter and part 
summer clothes, the Canal Zone employees leans entirely toward wash- 
ables and dacron, orlon, or nylon because of ease in cleaning and 
drying in this land of rains. And again an employee in the States 
can take advantage of seasonal fruits and vegetables and either can 
or deep-freeze them while the Canal Zone employee must either eat 
his fruit and vegetables from a can or purchase quick frozen foods, 
throughout the year. 

An ‘employ ee in the United States can take advantage of sales and 
purchase in large quantities and can store them or can them for future 
use, while the ¢ ‘anal Zone employee has no sales to take advantage of ; 
and if he did, the quick spoilage, due to this climate, would soon over- 
balance any savings or convenience he might have gained otherwise. 

Mr. Garmarz. Any questions up to that ‘point 2 

(No response. ) 

Mr. Wacner. Congressman Garmatz’s bill—H. R. 6917: This bill 
accomplishes the same objective as the Sullivan-Dorn bills which we 
have previously discussed. We wish to thank the committee for 
giving us the opportunity to present its case. 

Mr. Byrne. In listening to my friend, Mr. Wagner, it seems to me 
that you are trying to say ‘that the Canal Zone is trying to show a big 
profit at your. expense. 

Mr. Waener. That’s the way it appears. We see in the newspaper 
every so often of the amount of money that is being returned to the 
Treasury and so forth, and of course that’s always one of the gripes 
of our constituents. ‘Too much money goes back in the United States 
Treasury that’s taken from some of our facilities that we paid for. 

Mr. Tumuury. You heard Mr. Mayer testifying this morning, did 
you not ¢ 

Mr. Waaner. That’s right. 

Mr. Tumutry. He made some recommendations. I was just trying 
to find out where you agree or where you disagree—if you do. You 
agree with the t testimony providing that immigration and customs 
service for the Republic of Panama should be borne by the Republic of 
Panama and not by the United States ? 

Mr. Waaner. Correct. 

Mr. Tumuury. And the service of other Government agencies per- 
formed by the Canal Zone Government—do you concur in his testi- 
mony ¢ 

Mr. Wacner. We concur on them. 

Mr. Tumutry. You concur in his recommendation that the in- 
come-tax money be returned here? You heard where it said the “plow 
back,” as he called it ? 

_ Mr. Waener. That has been recommended. I know, as he states, 
Guam gets their income tax back. The fact is that they have too much 
money out there—told them they didn’t need it. But the Canal Zone 
isn’t in that same group. 

Mr. Garmatz. Where is that ? 

Mr. WaGner. Guam. 

Mr. Tumutry. Then this question of the Department of Defense 

Mr. Aen. I don’t remember that Mr. Mayer said you should both 
return the income and have the other. 
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Mr. Tumuttry. He made an alternative. 

Mr. Auten. You have recommended reimbursement rather than an 
alternative. 

Mr. Wacner. The idea being that some of the facilities should be 
paid from their income tax; in other words, the police, firemen, and 
schoo]—— 

Mr. Tumutry. And you go along with this theory that other Federal 
agencies should bear the expense—say the military, for example—but 
you don’t want them to have offices here ? 

Mr. Waener. That is right; we don’t want them to set up a large 
agency down here. Now, some of our members have had trouble in 
their pay checks, for instance, being late because they had to come from 
the States. That’s one of the personal angles to it. On the other 
hand, the shippers wouldn’t save any money if possibly the State De- 
partment put up their agency and Immigration put an agency and the 
Customs put up another agency. 

Mr. Tumutry. Of course, they may do that, you know. You're 
asking them to take over their duties and yet you don’t want them to 
doit. You see the danger in that? 

Mr. Wacner. Yes, but we specified that this committee would put in 
clarifying language so—— 

Mr. Tumutry. These other agencies have rights, too, you know; and 
it may be that they would come in and supply these services and send 
all theirown peopledown. You agree? 

Mr. Dorn. Even if it meant loss of jobs of a number of people now 
on the zone ? 

Mr. Waecner. I don’t see now loss of those, because the tendency-——— 

Mr. Dorn. They could lose employment—people in States come 
down and take them. 

Mr. Waaner. Some of these have reciprocal privilege but others 
don’t. But there’s one item I believe I might help Mr. Mayer out—in 
regard to the military using the highway. San Francisco—I believe 
that Mr. Mailliard can back me up on this—they have a specification 
for the use of the highway. Down here they have that, but in addi- 
tion, due to the heavy military equipment, a lot of our highways have 
to be— 

Mr. Tumunry. You emphasize, when you want to get the financial 
advantage, the military importance here; but when it comes to running 
the zone, you want to put it in the Department of Commerce—make it 
purely civilian ? 

Mr. Wacner. I don’t believe I made that statement. 

Mr. Tomoutry. Isn’t it in your statement that you agree with Mr. 


Mayer, that you agree with the substitution of the Department of 
Commerce ¢ 


Mr. Waaner. That’s correct. 

Mr. Tumutry. Well, if military is to pay for it, it should have 
something to say about it? 

Mr. Wacner. The military that we’re referring to is the Army and 
the protective end of it. Now, the Department of Commerce is the 
business end of it. And we believe that a business organization should 
run the business end and the military should run theirs. But when it 
comes to paying for the roads and their facilities, they should pay 
their share. Now, that is what we say in that. 
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Mr. Tumutry. It would be a substantial agreement with him on 
that ? 

Mr. Waener. That’s right. 

Mr. Tumutry. Do you disagree—would you agree with the self- 
supporting proposition mentioned today ? 

Mr. Waenrer. There was one question asked him, as to why we 
would like to have it in the Department of Commerce. I can only— 
maybe I can clarify it by giving you an example of what we had in 
the States. When we employed a man in California who came from 
the East, for a long time he’d say, “Well, that ain’t the way we do it 
back east. We did it like this.” Now, we come down to the military, 
and I believe that our military heads of the Government—not all 
of them, but some of them—have a tendency to think that they’re 
still in the military. 

Mr. Tumuury. You prefer that only in the event of war the canal 
should be run by the Army, but substantially you agree with Mr. 
Mayer that in peacetime a civilian agency should operate it? 

Mr. Wacner. There should be some provision. 

Mr. Tumutry. In the operation of the commissaries, does labor 
have a share in determining the operation? Does it participate in 
their management ? 

Mr. Waener. No, only to the extent of a commissary forum where 
the employees’ wives and the employees come and, let’s say, produce 
their gripes and see if they can get some remedial action. 

Mr. Tumutry. Well, do you think that they should have a share in 
managing them ? 

Mr. Waener. I definitely do. I believe that there should be some- 
body similar to our Wage Board members. Wage Board member is 
appointed by the Governor, and I don’t see why we couldn’t have a 
labor man in the business end of it. 

Mr. Tumutty. So that—I don’t want to prolong the questioning. 

Mr. Byrne. You believe that the Board of Directors should be all 
lawyers? 

Mr. Waener. No, definitely not. You probably saw in the paper 
recently where one of the unions on the east coast advertised for a man 
to help them run the union. And also some of the large organiza- 
tions—General Motors, I believe, and the steel, have called in the 
labor group to sit with them—with the Board of Directors. 

Mr. Tumuury. If all you propose is brought about, and all that 
Mr. Mayer proposes is brought about, how will it benefit by having 
other agencies bear the loss? 

Mr. Waener. Financially. 

Mr. Tumutry. Is there anything that can be done in any other 
way than has been suggested by you? 

Mr. Waener. No; I think this is all that’s necessary. 

Mr. Auten. Mr. Wagner, you were discussing the Bureau of Labor 
Statistics’ index for Washington, D. C., as being applied here. Do 
you know, first, whether the index for Washington is about the same 
now as it is for here, or different? 

Mr. Waener. I believe that it varies between the two sometimes— 
ours runs 7 percent higher than Washington, D. C. Now, there may 
be a time when some of them may go below that. 
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Mr. Auuen. If a standard or index is taken for any locality, would 
ou have an opinion as to whether the wages for the Canal Zone should 
G based upon the stateside wages in the same locality ? 

Mr. Waaener. At the present time, the Wage Board group is taken 
from the nine Navy yards inthe United States. What you’re referring 
to, then, is to base the Bureau of Labor standard on the same areas as 
the Navy yards? 

Mr. Aten. No; to take the standard of cost-of-living index from 
Washington, you might need the salary—the base salaries fixed from 
around there—or otherwise you might get a condition where if you 
had the cost of living indexed on a high-level area, which I expect 
Washington to be, you might get a wage standard fixed on a low area 
and would be getting low wages and high cost of living. 

Mr. Waener. That is correct; and that is why we are stating we 
weren’t prepared to—— 

Mr. Aten. Study that onea little more. 

Mr. Waener. That’s right—and see if we can get the best end of it. 

Mr. Auten. In clarifying one other point, your mechanics’ wages 
are fixed by an average of nine Navy yards over the country; but other 
categories, such as policemen, firemen, and school teachers, are fixed 
by the basis of Washington, D. C. Now, are there any other bases 
you use? 

Mr. Waener. The floating equipment is based on the Corps of 
Engineers and the railroads are based on the Interstate Commerce 
Commission reports. 

Mr. Zincxe. Mr. Wagner, your view of the 25 percent differential 
paid in the zone, 25 percent over stateside wages is based, or the ap- 
proval of it is based, on the fact that the inconveniences and excess 
costs require such a differential for American citizens, isn’t that true? 

Mr. Waener. That’s true, but there’s not a cost-of-living differential. 

Mr. Zincke. But it’s based on the fact that as there are certain in- 
conveniences, certain additional compensations must be given to offset 
the climatic conditions and the distance from homes and various other 
things. 

Mr. Waaner. That is correct. 

Mr. Zincxe. Now, under the circumstances, why is it that on section 
5 of 248 (b), you recommend “that all citizens of Panama and the 
United States may receive as compensation equal rates of pay based 
upon rates paid for similar employment in continental United States, 
ad 25 percent”? Why do the citizens of Panama rate 25 percent ? 

Mr. Waaner. The citizens of Panama do not get the 25 percent. 
The language is permissive—they may get it. They got it until the 
income tax was placed on the Canal Zone employee. And then you 
see why that made the Panamanians get the difference between the 
income tax above our rates of pay. The language is permissive, and 
that is the present language. It says “may be paid not to exceed.” 

Mr. Zincxe. It says “may receive as compensation equal rates of 
pay based upon the rates paid for similar employment, plus 25 percent.” 
But if they’re equal rates of pay, they must be equal. 

Mr. Waener. No, equal rates of pay, plus 25 percent, but the 
language is permissive ; it says “may be paid.” And they’re not paying 
it now. 

Mr. Garmatz. You want to elaborate, Mr. Munro? 








2 mRNA te ak a ey ATM LS la PRO a 5 li 








ADMINISTRATION OF THE PANAMA CANAL COMPANY 67 


Mr. Munro. I'd like to bring out the fact that the language we are 
substituting here has been language applying to the Canal Zone 
since 1938; it’s contained in each appropriation bill since 1938. We 
have felt that this would be a good time to make permanent legisla- 
tion out of it along the idea that’s prevailing to take out of appropria- 
tion bills permanent legislation. I believe in doing so, we just 
copied the present law rather than making an exclusion of Pana- 
manians from the 25 percent differential. 

Mr. Garmatz. Does that answer your question ? 

Mr, Zincke. All I can say is in my reading of the language. 

Mr. Tumutry. Is there any point in having it in there? 

Mr. Waener. Yes; this makes it mandatory and we don’t have to 
go in each appropriation bill; we have it inserted. 

Mr. Tumutry. If you must get it because you’re away from home, 
and someone away from home may get it, you’re giving certainly the 
other person who may get it in the same position, putting him on an 
equal status with yours, and he has less reason to be equal. Maybe 
through that, “Well, Panamanians should, and we want to get the 
25 percent too.” Your reason for getting it is your absence from home. 
Because this may be eventual language in a statute. 

Mr. WaeneR. This language was based, not in the same language 
that it was introduced by our organization. It was introduced by the 
American Federation of Labor. But the language was changed and a 
considerable amount of that was done through pressure of other de- 
partments, Now we are on record that equal pay for equal work, but 
there’s many ramifications for all that. 

Mr. Tumutry. How about equal pay for equal work and equal dis- 
tance from home? 

Mr. Waener. Well, that’s a very good hope. 

Mr. Tumutty. Not too equal, but certainly from the country. 

Mr. Zincxe. Now, Mr. Wagner, on page 11 of your statement : “The 
employees do not think it is proper to fautred to pay for any serv- 
ices over which they cannot have reasonable control.” ‘Then it con- 
tinues and gives an example of the United States. You are in sub- 
stantially the same position as employees of the Atomic Energy Com- 
mission in Tennessee, New Mexico, and Washington 

Mr. Wacner. That may be correct. I’m not familiar with those 
particular projects. 

Mr. ZrncKe. Now, on page 15, second paragraph from the bottom, 
“To show the present-day trend toward better labor-management rela- 
tions, the Board should include a member of organized labor.” Do 
you know of any setup in the United States that requires the inclusion 
of a member of organized labor, as such, on the board of directors? 

Mr. Wacner. Are you referring to such other enterprises like the 
TVA and others. 

Mr. ZinckeE. I don’t care—anyone—private or public. 

Mr. Wacner. Yes. I believe we can supply you with information 
where we can show there are labor members on boards of directors of 
private groups. 

Mr. ZrincKe. The question was whether they are required to be on 
there. 

Mr. Wacner. I can’t answer that. 

Mr. ALLEN. Wouldn’t it be agreeable there if that provision were 
left out of the law itself, but that the recommendation of the committee 
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to the group with the power of appointment would suggest that 
it would be good policy in the committee’s view if members of 
organized labor and some mau in the shipping industry were included 
in the Board of Directors? 

Mr. Waener. I believe that would, providing it would work out that 
way. 

Mr. Garmatz. We are trying to get around the word “require.” 

Mr. Wacner. At the present time, we attempted to sit in this board 
room with the Board of Directors, and only once did we succeed. And 
then it was merely to go in and state our case. There was no discus- 
sion; we just saaenteielt our facts and walked out. And that was only 
once. We never have been able to do it since. 

Mr. Garmatz. Succeeded in what? 

Mr. WaeGner. Presenting our 

Mr. Garmatz. You don’t have the opportunity to do that here? 
Isn’t there some group you can appeal to? 

Mr. WacNer. We have to appeal through the Personnel Bureau. 

Mr. Tumutry. Channels. 

Mr. Waener. “Channels,” that’s the correct word. At the present 
time, it’s the Director of Personnel. 

Mr. Byrne. If he said, “No,” well, it’s no? 

Mr. Wacner. We have a redress to the Governor; the labor group 
meets with the Governor as we request. But that’s with the Gover. 
nor and not the Board of Directors, and the Governor has to take 
our case, similar to an office boy taking in a letter, to the Board of 
Directors. And the Governor has to convince the Board of Directors 
that we’re right. 

Mr. Garmatz. But you do have means of getting to them ? 

Mr. Waener. That’s the only means, But if we have a Governor 
that doesn’t see eye to eye with us, he may say, “No, I’m not going 
to take it to the Board of Directors,” and that’s the end of it. 

Mr. Byrne. Did he ever say that ? 

Mr. Waaner. We have had some. 

Mr. Zincxe. Just to clarify one point and not to split hairs—he 
would take it as the President of the Company rather than as 
Governor. 

Mr. Waener. Yes, it would have to be. 

Mr. Zincke. As Governor, he is the final appeal. 

Mr. Waener. Well, that’s another one of those cases where we just 
refer to it as “the Governor,” and wears both hats at once. 

Mr. Tumutty. I notice here you say, “and inasmuch as the prime 
purpose of the Canal Zone is to benefit the shipping industry, con- 
sideration should be given to including a see of that industry 
on the advisory board”; whereas, as Mr. Zincke pointed out, you make 
certain that your people would be required. I guess if you put the 
people together 

Mr. Waener. Labor has for years advocated that all concerned be 
included in conferences, and we don’t differ from them a bit. 

Mr. Tumutty. You mean the right to be heard, on the basis that 
labor and management can meet equally with a fair chance to exchange 
views ? 

Mr. Zincke. That’s all I have, Mr. Chairman. 

Mr. Garmatz. Mr. Munro, did you have anything further, or your 
group here? 











as We ein a is 


ADMINISTRATION OF THE PANAMA CANAL COMPANY 69 


Mr. Munro. No, I don’t believe so, sir. That covers the testimony 
pretty well. 

Mr. Garmatz. That will conclude your statement, then ? 

Mr. Wacner. Mr. Chairman, before I leave, I again want to thank 
the committee, yourself, and the staff for giving us this opportunity. 
It’s the belief it’s going to be enlightening to the morale of the Canal 
Zone employees. I don’t believe this has ever happened before, and 
maybe we can have a repeat. I thank each and every one. 

Mr. Garmatz. Thank you, Mr. Wagner and Mr. Munro, for ap- 
pearing and giving us your testimony. 

I have a request here—and the name will not be made public: “Will 
it be possible to have the Governor’s office to issue a bulletin to all 
divisions, advising that they can have time off from work to attend 
the hearings?” I think that’s physically impossible. And we feel 
as though the people who are interested enough can take time out. 
They lose no pay, but it will be charged against their leave, if I’m 
correct. So I don’t see how I can comply with this request.. And 
again, this name will be kept confidential—the party need not worry. 

Any other questions to be asked ? 

Mr. Tumutry. He didn’t mention this mandatory toll here which 
Mr. Mayer mentioned. I wonder if he had a comment on it—on that 
phase of Mr. Mayer’s testimony—if you are familiar with it. 

Mr. Wacner. We haven’t given it any definite thought, but I see 
no objections if they want to foot the bill for hearings. I see no 
objection. 

Mr. Garmatz. We will recess until 9:30 tomorrow morning and 
I think the witnesses have been notified who will appear tomorrow 
morning. 

Mr. Zincke. Yes, sir. The United States Citizens’ Association will 
be the first group. 

Mr. Garmarz. United States Citizens’ Association, then Mr. Tyson, 
and various other groups will testify. Tomorrow morning at 9:30 
sharp. 

(Wikkeapen at 4:05 p. m., the hearings were recessed until 9:30 
a.m., December 6, 1955.) 











CHANGES IN THE ADMINISTRATION OF THE PANAMA 
CANAL COMPANY 


TUESDAY, DECEMBER 6, 1955 


Howse or REPRESENTATIVES, 
SUBCOMMITTEE ON PANAMA CANAL OF THE 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 


Balboa Heights, Canal Zone. 


The subcommittee met at 9: 30 a. m., pursuant to notice, in the board 
room, Administration Building, Balboa Heights, C. Z., Hon. Edward 
A. Garmatz (chairman) presiding. 

Mr. Garmatz. The committee will come to order, please. 

Our first witness this morning is representing the United States 
Citizen’s Association, Mr. Dilweg, and I think he has some associates 
with him. Will you please give us your name and title and whom you 
represent ¢ 


STATEMENT OF LA VERN R. DILWEG, ATTORNEY, UNITED STATES 
CITIZENS’ ASSOCIATION, CANAL ZONE 


Mr. Ditwee. Mr. Chairman and members of the committee, my 
name is La Vern D. Dilweg; I am a practicing attorney in the city of 
Washington, D. C., representing the United States Citizens’ Associa- 
tion. 

Mr. Garmatz. You are a former Member of Congress? 

Mr. Ditwec. I am a former Member of Congress. 

This is rather a new approach to the presentation of evidence; 
usually the mouthpiece speaks for the client. But we decided that 
the committee here would very much like to have local people, people 
who have been very energetically engaged in the welfare of the zone 
and who know the problems in the zone and have lived there. 
And with that in mind, I am going to make a short statement, and 
the gentleman to my left, Mr. Collins, the president of the United 
States Citizens’ Association, is going to carry the ball. 

So if I may continue—I did not intend to present a statement to this 
committee or to testify in behalf of the United States Citizens’ Asso- 
ciation for we have local members who are well qualified to present 
their position on the legislative matters under consideration, and it 
was my understanding that the committee, where possible, would 
like to have the local individual or organization express their views. 
In other words, the United States worker in the zone was to have his 
day in court. 

The material I am going to give you after this is repetitious but I 
feel it gives a background that should be repeated and repeated to 
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illustrate to not only the committee, but to the world as a whole, the 
treatment of the Canal Zone employee. 

The United States Citizens’ Association members are composed 
of United States citizens residing in the Canal Zone, and I am acting 
as their counsel and Washington representative. Many, if not all of 
the members of the USCA chose to establish a home in the Canal Zone 
upon representation from the United States Government that certain 
compensation would be given them, including low rental, free medical 
care, hospitalization, a 25-percent differential in pay, and other so- 
called fringe benefits. These provided the margin necessary for their 
needs for a way to prepare for old age after years of service in the 
tropics. The Federal Government carried out its inducements approx- 
imately 40 years ago and thereby attracted and retained skilled United 
States workers for the operation in the Panama Canal; that is, during 
the last 40 years, up to the time the change was made in the law. 
Original housing was free and then for many years only a nominal fee 
was charged for rent. Commodities and services sold by the canal 
to the employees, were sold at extremely low cost. Liberal leave was 
provided and for years it was recommended that employees and their 
families return to their natural climate at least once in every 2 years. 
The basic cost of living in this area was lower than the cost of living 
in the United States, which permitted an employee to enjoy a decent 
standard of living, periodic returns to his home, a possible college 
education for his children and in many cases, perhaps a home in the 
United States. During the 40 years of operation of the Panama Canal 
under the conditions whereby an employee was sufficiently compen- 
sated for the disadvantages of working and living in the zone, the 
canal paid into the United States Treasury many millions of dollars 
of ae and the employees were efficient and loyal, and the morale 
was high. 

Public Law 814, 81st Congress, made income tax applicable on the 
Canal Zone for the first time. This reduced the employee’s income by 
approximately 20 percent, with no corresponding increase in salary. 
Application of this tax was discriminatory in that only citizen em- 
ployees of the Federal Government are subject to the tax, while em- 
ployees of non-Federal activities such as churches, banks, shipping, and 
oil companies are not taxed nor are the noncitizen employees of the 
Federal Government in the zone. Naturally, this seems unfair and 
serves to lower the morale of the canal citizen employees. 

Public Law 841, 81st Congress, placed in effect a new accounting sys- 
tem for the Panama Canal Company. Section 412 (b) of that legis- 
lation reads as follows: 


Tolls shall be prescribed at a rate or rates calculated to cover as nearly as 
practicable, the cost of maintaining and operating the Panama Canal, together 
with the facilities related thereto, including interest and depreciation, and an 
appreciable share of the net cost of operation of the agency known as the Canal 
Zone Government. 

Through an administrative decision, the policy was adopted that each 
separate activity of the Panama Canal Company would recover all 
costs of its operations despite the inclusion of the words “facilities and 
appurtenances” related thereto in the basic legislation. The applica- 
tion of this total cost recovery program has resulted in a tremendously 
increased cost of living for the canal employee. The price paid for 
food and clothing, and other necessary utilities, and so forth, must be 
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sufficiently high to cover the cost of construction of the buildings hous- 
ing the activities, maintenance and interest, depreciation, operating 
overhead, plus actual cost of the articles or services purchased. 

With this background, one can readily understand the morale of the 
citizen employee of the canal was extremely low at this point but then 
the roof fell in when Congress proposed to cut the differential of base 
pay from 25 to 10 percent, with no representation in the national Con- 
gress. It was necessary for the employees to band together and send 
representatives to Washington to plead their case. Thus the USCA 
was born as a child of necessity. 

The management consultant firm of Booz, Allen, and Hamilton 
completed a comprehensive survey of conditions in the zone in Decem- 
ber of 1953. Recommendations resulting from this study were of- 
ficially published in the zone in January of 1954 and the morale of the 
employees reached a new high in anticipation that such recommenda- 
tions would be implemented by Company action. I need not repeat 
the nature of the recommendations since they were fully discussed 
yesterday. You know the results—no administrative action dashed the 
hopes of the employee and 2 years later the same employee finds his 
problems unsolved. 

This background material is important to fully understand the frus- 
tration of the employee and for the need for early remedial action. 

The United States Citizens Association believes that a discussion of 
the following three major problems will assist the members in finding 
a solution : 

1. What is the Company’s present and future policy of replacement ? 

We contend that the United States employee is entitled to know 
now. 

2. Should the Company’s contributions to all fringe benefits be paid 
from nonreimbursable appropriated funds? 

We contend that they should be paid from appropriated funds be- 
cause they fall in the field of extraordinary expenditures incurred by 
national policy. 

8. Should there be ceilings on the prices charged for goods and 
services ¢ 

We contend that price ceilings on goods and services should be as- 
sured through legislation. 

The president of the United States Citizens Association is prepared 
to present the case for our association. 

ow, as I said before, Mr. Chairman, I am now going to turn over 
this presentation to Mr. Collins, the president of the United States 
Citizens Association (Canal Zone), who will use the problems posed 
here basically for his material along with referring to the legislation 
that ’s sponsored by the USCA Mr. Collins. ; 

Mr. Garmatz. Any questions? 

Mr. Dorn. I have one question. Noncitizen employees in the zone, 
if they’re Panamanians, pay an income tax to Panama, do they not? 

Mr. Ditwea. Only because of the treaty, Congressman, that occurred 
in the last year. But I’m talking about the time when original action 
occurred and they were forced to pay tax—not forced to pay tax— 
simply put in the same as you and I. But since the implementation 
of the treaty and ratification of the treaty, a Panamanian worker in the 


zone now is to pay some tax to the Panamanian government—that’s 
correct. 
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Mr. Auten. Mr. Dilweg, I think you realize, as I believe all of us 
do, with regard to your point No. 1, having refrence to the present and 
future policy of replacement, the form of our Government in Wash- 
ington is such that no Congress and no administration can commit a 
future Congress or administration. So it follows that all that can be 
done is to express our own opinions now and be fairly sure that future 
generations of administrators and Members of Congress will carry out 
the policies that they think right. But I would believe that if we 
give you a firm answer to question No. 1, we would be going beyond 
the powers of either this committee or the Government. Wouldn’t 
you agree to that ? 

Mr. Duwec. I certainly would, because I know that the incoming 
Congress perhaps may have different ideas about legislation and the 
effect of it; and of course you have no control of that. 

As you well know, I believe in one of your reports, or one of your 
comments at one time, you said that one of the things that impressed 
you was that the people down here were always in a more or less of 
a dither. They didn’t know what was going to happen next and that 
in your opinion you felt that that was responsible for many of the 
complaints that come from down here in the direction of Congress. 
And I fully appreciate your stand, but I still believe that in the matter 
of dealing with this instrumentality of the United States Govern- 
ment, that an expression from your committee would be very helpful. 

Mr. Garmarz. Any further questions? 

(No response. ) 

Mr. Garmatz. All right, will you give your name and title for the 
record ? 


STATEMENT OF UNITED STATES CITIZENS ASSOCIATION, CANAL 
ZONE, PRESENTED BY JOHN WINTER DAVIS COLLINS, PRESI- 
DENT 


Mr. Cotirns. I am John Winter Davis Collins, president of the 
United States Citizens Association. I am presently employed by the 
Panama Canal Company and have lived here most of my life. 

We request that two newspaper articles from the Star and Herald of 
December 4, 1955, which I have here, be extended in the record. 

(They will be found in committee files. ) 

Our organization came into being as a result of legislative matters 
that affected the employees, and a feeling that there was a real need 
to have an organization that could represent all employees and their 
families, brought to a head by the threat of loss of the differential. 

We are organized on a basis of towns. Every 150 United States 
citizens in a town have a delegate. The delegates meet and elect an 
executive committee from their membership. 

Financially we are operating on a very limited budget, made up 
by contributions and membership fees. Membership is strictly 
voluntary. We retain legal counsel in Washington, but have no rep- 
resentative in Congress whom we can call upon to protect our interests. 

For the first time since the passage of Public Law 841, this con- 
gressional committee is holding local hearings on our problems. It is 
difficult for me to find the correct expression to extend to this com- 
mittee the real feeling of the United States citizen employees (of the 
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Canal Zone Government and the Panama Canal Company) under 
what they consider rather distressing circumstances. 

In an effort to expedite this hearing and to eliminate repetition, 
we intend to confine our remarks to one proposed piece of legislation 
now pending before your committee. This is H. R. 6917, sponsored 
by the Honorable Mr. Garmatz. 

We wish to mention at this time that there are two other bills pend- 
ing before your committee, H. R. 7645 and H. R. 7697, sponsored by 
the Honorable Mrs. Sullivan, who unfortunately could not be with us, 
and the Honorable Mr. Dorn, who is with us today. They are iden- 
tical to H. R. 6917 except for the omission of section 2 we have in 
our bill. 

The amendments suggested by our bill do not change Public Law 
841, with the possible exception of section 2. The purpose of this 
legislation is to spell out an interpretation of Public Law 841. 

It is desired to refer to an adverse report on this bill dated Septem- 
ber 6, 1955, and signed by J. S. Seybold, Governor of the Canal Zone, 
and president, Panama Canal Company. We feel that we can best 
state our position by making a paragraph-by-paragraph comment on 
the Governor’s letter, in which this statement 1s made (Par. 2) : 

The general objective of the bill appears to be to relieve Government employees 
from specified elements of cost that are assumed to be present in the pricing of 
goods and services provided to them by the Panama Canal Company and the 
Janal Zone Government. The bill in effect establishes partial formulas for the 
fixing of such prices. It modifies the existing statute governing the bases for 
fixing canal tolls so as to include therein most, but apparently not all, of the 
eosts to be excluded from employee prices. The proposed legislation appears 
to be premised on the assumption either that it is inequitable to charge employees 
for the costs specified or that Government employees in the Canal Zone are 
entitled to additional fringe benefits beyond those already provided by law. 

The stated objectives of our proposed legislation is “to relieve Gov- 
ernment employees from specified elements of cost that are assumed 
to be present in the pricing of goods and services provided to them 
by the Panama Canal Company and the Canal Zone Government.” 
We are not asking that goods and services be furnished free of charge, 
and that our employer absorb all such cost—we are willing to pay for 
the cost of the item or service, but strenuously object to being bur- 
dened with charges which we consider to be unfair. 

(a) We do not feel that our—United States citizens—rental rates 
should be any higher nor any more self-supporting than those, for 
example, charged to alien employees, who are also provided housing 
by our common employer. Our own Government provides a housing 
subsidy to the alien Canal employees, while extracting a profit from 
the housing furnished to its own United States citizen employees. 
Discriminatory favoritism for aliens over its own fellow citizens we 
feel was never intended by our National Congress. 

(b) We do not feel that costs of necessary services supplied us— 
who are here in this foreign area only because of employment by 
our government—should be made to cover the cost of operations or 
activities on the part of our local government in which we have abso- 
lutely no voice nor control. We are, in effect, paying local taxes 
without their being established on a fixed or public basis; and although 
we may present grievances or pleas to our ee government, the fact 


remains we have been denied the right of true representation—or of 
final action as do the taxpayers in local communities in our own 
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country. There are reasons why it is necessary that control of gov- 
ernment here must remain under our National Government; there- 
fore, is there true justification for burdening us with the cost of this? 

(c) We do not feel that costs or charges we pay should include 
any sums to be used by the canal organization to cover deficits in- 
curred in any other activity engaged in by the canal. As an ex- 





ample—the steamship operations. It is true we receive free transpor- 
tation once every 2 years to the States, with the majority of em- 
ployees probably utilizing the ships. However, is there justifica- 
tion for increasing the cost of our groceries or electricity bill to cover 
the cost of this free transportation for all employees? The Federal 
employees stationed in any other overseas area do not contribute to 
their free transportation through added charges placed on their 
groceries. 

With your permission, Mr. Chairman, although this refers to the 
treaty, it does not pertain to implementing legislation; therefore, I 
believe it’s proper to use it. However, if you object, why, I shall 
leave that part out. 

Mr. Garmartz. I have no objection. I merely made that statement 
so we wouldn’t get too much detail. Go ahead. 

Mr. Couns. (d) We do not feel that our costs should cover ex- 
penses accruing to the canal in the future as a result of the recently 
revised treaty between our Nation and the Republic of Panama. 
Some of the provisions of the new treaty will greatly increase the 
financial burden of the canal organization; for example, the greatly 
increased annuity to the Republic of Panama, the building of a bridge 
across the canal. 

Unless the employees of the canal are provided with some legisla- 
tive protection, they will be burdened with a share of the cost of 
these items—thus being the only United States citizens of our entire 
Nation to bear such costs, when the concessions granted by our Gov- 
ernment to Panama in the treaty were made on behalf of all United 
States citizens—certainly not just for this isolated group of citi- 
zens who will be the only ones bearing the cost. 

Here we stand, fully backed by the Booz, Allen, and Hamilton re- 
port, which was conducted by congressional directive, by an impartial 
firm known as expert in the management-consultant field. 

Simply as citizens, and as employees—not as professional law- 
makers—we contend that there is now a flaw, either in the basic legis- 
lation, or in the interpretation thereof, and we are thus seeking re- 
lief, corrective action, and future protection. We are not opposed 
to paying for goods and services furnished us—considering quality 
as well as availability—but we do object to being discriminated 
against in favor of aliens; we object to being singled out as a handful 
of citizens to support deficit-operations of the canal, to ee a 
local government in which we have no voice; and to contributing to 
the recruitment, leave, retirement, et cetera, programs of canal em- 
ployees as well as other Federal employees world-wide, when those 
other Federal employees make no similar contribution to the canal 
employees’ program. 

Paragraph 3 of Governor’s letter : 

The canal administration is of the opinion that detailed statutory pricing 


formulas are economically unsound for a business-type enterprise. It believes 
that the partial formulas contained in the bill are in addition administratively 
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unworkable, and would prove a frequent source of dispute with employees and 
probably the General Accounting Office in attempting to apply them. Economic 
conditions are constantly changing and formulas even if equitable today may 
not be tomorrow. One of the major purposes of putting the canal under corp- 
orate management was to permit the application of sound business practices, 
one of the first tenets of which is flexibility to meet changing circumstances. 
The more administrative procedures are frozen into law the more difficult it 
becomes to operate on an economically sound basis. 

The Governor favors complete freedom and “flexibility.” It was 
our understanding that one of the reasons for the passage of Public 
Law 841 was to place more contro! and final decisions with C ongress 
and its agencies rather than in the hands of the Governor. Con- 
gressional concurrence with this paragraph of Governor Seybold’s 
letter would again establish the “dictatorship”—whereas we prefer 
to see the basic policymaking authority retained by our National 
Congress. 

The proposed provisions to the basic legislation are no more “un- 
workable” than the present tolls formula, but simply spell out a little 
more definitely and provides drastically needed protection to the in- 
dividuals sent here to operate the canal for our Gov ernment. 

Regarding “flexibility of changing circumstances”—the circum- 
stances undoubtedly will flex consider ‘ably i in the near future as much 
or more than they have in the past few years—meaning it is essential 
that the employees be provided some protection. For instance—aside 
from the added costs dus to the treaty provisions—under the thinking 


set forth in Governor Seybold’s letter, traffic through the canal could 
drop below the anticipated level over a period of time, resulting in less 
than the minimum income needed and estimated to operate. It is their 


intent—or what would prevent by this intent—the canal’s recovering 
this loss through commissary prices in sale of goods to employees ? 
Paragraph 4 t of Governor's letter : 


* * * When the general price level of goods and services to employees is also 
comparable to that in the United States, as is the case today, it is submitted that 
the result is not inequitable regardless of what elements of costs may or may not 
be included in the prices. It is the opinion of the canal administration, which 
has had long experience in the recruitment of large numbers of employees in the 
United States for work under a foreign and tropical environment, that it is un- 
wise and impractical to establish employee prices on the basis of predetermined 
fixed formulas. To attempt to do so almost inevitably results either in excessive 
costs to employees by the mandatory inclusion of high tropical costs or in the 
giving of “hidden” or indirect subsidies to employees through the required ex- 
clusion of certain costs. 

The Governor again objects to any control of his pricing policy. 
He states the canal has found it unwise through experience to establish 
employee prices on the basis of predetermined fixed formulas—but 
does not offer any justification as such. It indeed would be unwise to 
establish prices in such a manner that they included all “high tropical 
costs’ ’—but in the matter of our housing, for example, we now bear 

“all high tropical costs.” 

The Governor states that the only alternative to excessive costs is 
the giving of “hidden” or indirect subsidies to the employees. He 
failed to add, “only to alien employees,” which is the situation today. 
What is wrong with extension of subsidies when applied equitably ? 
They are extended by our Government to various industries of our 
Nation to maintain our national economy and American standards: 
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why then cannot the canal’s citizen employees be relieved of burdens 
and/or provided protection from additional burdens we know are to 
come, in order to maintain their American standards of living, even 
if it does result in some small subsidy? Further—employees of pri- 
vate industry everywhere are receiving subsidies from their employers 
in many and varied forms. ‘ 

I'd hke at this time to refer to a United States Chamber of Com- 
merce bulletin on Fringe Benefits in Industry, dated 1953, that we used 
as a basis for the statement. 

Paragraph 5 of Governor’s letter : 

An important question that would be raised by the enactment of such a bill 
would be whether the statutory exclusion of certain elements of cost from prices 
to employees requires or implies the necessary inclusion of all other elements of 
cost. If by excluding certain elements of cost the proposed law would require 
the recovery of all other costs, certain employee prices would have to be raised, 
not lowered. In most instances, however, there would have to be reductions in 


prices which undoubtedly would place the cost of living well below stateside and 
would result in hidden subsidies to employees. 


In recovering “all direct costs of the service—goods also should be 
included here—plus a reasonable contribution to direct or general ex- 
penses,” this means: The item’s basic cost, without overhead, is about 
the same to the canal as to a stateside seller. The stateside seller adds 
on his overhead and taxes, etc., while the canal adds on freight, storage, 
administrative overhead—which with governmental agencies re- 
quiring additional administrative burdens is always higher than with 
private business—and deficits resulting from other activities. Then, 
with the delay involved between the time the item is purchased by the 
canal and the time it is resold to an employee, if it is at all perishable, 
it has deteriorated terrifically. If it is canned goods there is still 
spoilage and spoiled canned goods are sold from time to time, although 
if returned, the price is refunded. 

Thus, a head of lettuce, for example, is sold at a price which covers 
all direct costs plus a contribution to the general expense of the canal. 
Yet, the head of lettuce we purchase is not comparable to lettuce pur- 
chased in any reputable grocery store in the States. Normally, one- 
fourth the head of lettuce is not edible. Yet, in comparing price lists, 
it would appear that lettuce costs not much more than it does in the 
States, when actually the comparison should be almost 50 percent 
more, due to loss and deterioration. 

Slight typographical error here. Paragraphs 7 and 8 actually 
should be 7, but if followed would throw the succeeding paragraphs 
off, so include and consider combination. 

Paragraphs 7 and 8 of Governor’s letter : 

Further complications of sizable proportions would arise in tracing the ex- 
cludable costs through the cost accounting process. For instance, the store- 
house supplies the Maintenance Division among other activities ; the Maintenance 
Division services among others the power system; that system provides power 
to the water system, the storehouse, and the Maintenance Division; the water 
system provides water to employee housing and all other activities. The ques- 
tion would be how much of the excludable costs incurred by each activity and 
passed on to other activities backward and forward ultimately reaches, for 
example, the housing operation from which it would have to be excluded for 
employee pricing purposes. No two accountants would come up with the same 
answer. This is not serious as a matter of purely administrative policy, but 


endless difficulties can arise when conflicting interests are involved and the 
question is one of interpretation of law. 
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This is a good example of their complicated bookkeeping system. 
This still is no reason to penalize the employees by requiring them to 
contribute more toward their fringe benefits than do other Federal 
employees. 

Perhaps there should be accompanying legislation providing that 
the fringe benefits extended to citizen employ: ees of the Federal Gov- 
ernment in the Canal Zone shall be borne by the United States Treas- 
ury—that is, with nonreimbursable funds—if the canal is incapable of 
instituting proper accounting methods to accomplish the aim of this 
legislation, which is simple equity with other Federal employees. 
Other employees contribute to Federal fringe benefits through income 
taxes—we also contribute through income taxes. They receive their 
benefits from the Treasury; we do not. It seems to us it’s a one-way 
road. 

Paragraph 9 of Governor’s letter : 

Further problems are presented in the application of such a law when it relates 
to limited classes of consumers. Section 1 of the bill excludes certain costs from 
prices to all Government employees and in some cases to other consumers. 
Section 2 applies only to services to employees of the Company and the Canal 
Zone Government. This might not be too difficult in relatively stable consumer 
relationships such as rental of quarters and sales of electric power but would 
greatly complicate sales of commissaries and service centers. 

Section 1 of the proposed bill adds the cost of retirement for canal 
employees directly to tolls. The employees seek this only because 
they require protection. Our National Government is committed to 
seek legal provisions whereby all alien employees—approximately 
10,000 of them—will be placed on full civil service retirement—at a 
greatly increased cost to the canal establishment which will be passed 
down to the employees unless protective action is taken. That figure, 
I believe, is estimated at around a million dollars—I believe—so I 
won’t state it as a firm figure. 

The Governor’s objections to the proposed legislation refer to the 
“limited classes of consumers.” One reason for this is that the aliens 
in some instances are now exempt from the costs which we are now 
paying; and we are seeking equal treatment, an “even break.” 

His argument, however, on “limited consumers” is somewhat con- 
fusing—it well could be meant only to apply to the military personnel 
and civilian employees of other Federal agencies in this area 

At any rate, in a sense of fairness in either case, alien versus citizen, 
or canal versus other United States Federal personnel, we take the 
stand that no Federal employee here should be burdened with these 
costs which are presently passed on to us. 

Why should a member of the Armed Forces, or an Army civilian 
employ ee, for instance, pay through his purchases of clothing or a food 
item, a contribution towards the deficit or overhead oper rations of the 
Panama Canal, when if he were stationed anywhere else but in the 
Canal Zone, he would not be required to bear this burden? 

We agree that this would upset their present policy of adding vari- 
ous costs to the commissary and service-center prices. It is for this 
reason that we requested this legislation. The cost of many of our 
fringe benefits are included in prices. 

Mr. Garmatz. Do the members at this time have any questions up 
to this far in the statement? 

Mr. Tumutrty. It’s not quite clear to me just exactly what the situa- 
tion is with respect to the costs of the Canal Zone Government and this 
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cost being passed on to the residents of the Canal Zone. Could you 
explain that to me—in language a little less abstruse than read in the 
past few minutes? 

Mr. Co.urs. It is our contention that we are contributing to the 
cost of the Canal Zone Government, as you know, the Canal Zone Gov- 
ernment costs are reimbursed by the Company at the end of every 
year. We feel that this money coming out of the fund of the Com- 
pany, although the item is not identifiable, that actually moneys 
going from employee services into the corporate charge account loses 
its identity, and then is funneled out into these various other loca- 
tions. And it is our feeling that although you count this penny or 
that penny, it is going in the general mixup, so the pennies from the 
profits on our services are being funneled to cover losses in other ac- 
tivities, including the Canal Zone Government. 

Mr. Tumutry. You mean—I would say that would include rent— 
when you pay your rent, you feel that part of the rent isn’t just a 
reasonable cost of the housing accommodation, but that they are 
adding there, so to speak, an additional amount of money, which you 
are paying, which actually is used later to support the operation of 
the canal government? 

Mr. Coxnins. Yes, sir. 

Mr. Tumutry. Also I take it that when you go and buy in the com- 
missaries, your feeling is that part of the price of the food is not just 
the legitimate cost of getting the food down here and selling it to 
you at a fair price, but added thereto is a few cents that is actually 
going into the operation of the canal government. Am I correct on 
that 

Mr. Coturns. That’s our feeling, yes, sir. 

Mr. Tumutry. You remember reading the paragraph—I think it’s 
paragraph 5—in the letter of the Governor—he is discussing now the 
bill which is introduced by our distinguished chairman, Mr. Garmatz, 
and I want to see if you agree with me—I’m not sure—something 
impressed me as you read it. It said: “An important question that 
would be raised by the enactment of such a bill would be whether the 
statutory exclusion of certain elements of cost from prices to employees 
requires or implies the necessary inclusion of all other elements of 
cost. If by ectivling certain elements of cost the proposed law would 
require the recovery of all other costs, certain employee prices would 
have to be raised, not lowered.” However, this is the pertinent sen- 
tence, in my opinion : “In most instance, however, there would have to 
be reductions in prices which undoubtedly would place the cost of 
living well below stateside * * *.” I gather from that, that there 
must be certain elements of cost which the bill of Mr. Garmatz would 
tuke out of your present cost which do not relate at all to the actual 
cost of bringing the goods down here. 

Mr. Cotttns. I believe I follow you; yes, sir. 

Mr. Tumutry. In other words, I must confess a little difficulty to 
follow the first four sentences. I’m not being critical. It seems to 
me that when it is said “in most instances, however, there would have 
to be reductions in prices which undoubtedly would place the cost of 
living well below stateside and would result in hidden subsidies to 
employees,” the important thing is not so much what the effect of 
that policy would be, but what is actually going on—whether it’s a 





aaa @e«zam & PS ee TP 


apethrh 4 & oe 









































ADMINISTRATION OF THE PANAMA CANAL COMPANY 81 


subsidy or not, but it looks like one to me. I hope the Governor will 
be able to explain it to me, that if Mr. Garmatz’ bill is enacted into 
law, that items are included which actually have no relation what- 
ever to reasonable cost of bringing the goods to you—is that your 
contention ? 

Mr. Couns. Yes, sir. 

Mr. Tumutry. Have you ever had an opportunity to make any 
comparison of how these commissaries are operated and how the post 
exchanges are operated overseas? I know it’s a vast field. Would 
you have any way of participating in the formula which applies these 
prices and charges them to you at all? Does anyone know what the 
formula is? 

Mr. Cortrns. I imagine certain individuals do know, naturally, 
but not 

Mr. Tumutry. Is it posted up where you can see? Any of your 
groups called in when any of these things are determined? So you 
don’t know now whether or not you are contributing to the tolls or 
not. As I gather, you might have to be paying for some of these 
ships going through here. You might be subsidizing the shipping 
industry. It may be explainable. I have no further questions. 

Mr. hidinend Mr. Allen. 

Mr. Auten. I was curious on the statement with regard to rent—I 
think on page 4, where you use the language “Our own government 

rovides a housing subsidy to the alien canal employees, while extract- 
ing a profit from the housing furnished to its own United States 
citizen employees.” I think we’ve heard the statement from others, 

ossibly in the government, that the housing rentals were fixed on a 
faite which involved no profit or loss. I’m curious whether you 
have any figures which prove that the statements made to that effect 
are incorrect. 

Mr. Cotrins. We base our statement on the annual report of the 
Company for 1954. I was unable to have a copy with me, unfortun- 
ately, this morning. Table 8, page 51, in which—I’m not an ac- 
countant, however—but it indicates to us—I think something like a 
$400,000 profit, or income over expense, on United States rate housing 
as opposed to a several-thousand-dollar loss or deficit on local-rate 
housing. Now there, again, the same situation, as I believe I ex- 
plained to Mr. Tumulty, came up: that the money from one goes 
into the pot and then it’s funneled out to balance out the other. Well, 
actually, you can’t say that the dollar on my house paid for the dollar 
loss on the other man’s house; but as near as we can follow it, we 
feel that is the case. 

Mr. Auten. Your figures do come from the accounts furnished by 
the Government. 

Then you made some statements about the cost of local government. 
I am curious as to how much of the cost, if any, you think you should 
pay. Going back to my own State, the highways are — for in large 
part from gasoline taxes, so the minute you cross the border, we begin 
to tap the stranger for his use of the highway. Schools are supported 
in large part by sales taxes on what amounts to necessities, except 
food. There again, the person comes in is immediately taxed for 
that phase of government. There are other similar revenue-pro- 
ducing and revenue-spending associations. Do you have any opinion 
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as to what phases of government down here—what government 
services—should be paid for exclusively by the people who use them? 

Mr. Coxurns. I don’t think that actually any of them should be done 
exclusively, because of the nature of this place down here. Now, 
some of them—certain portions of it—yes, sir, I believe they should 
be. However, I haven’t analyzed it, and I am not in a position 
to go into it too thoroughly. But we have a case where there’s 
considerable what we call “official travel,” say, on the highways 
here, where there are Government vehicles, both Canal Company 
and Canal Zone Government and military using the highways. Of 
course, the military—I don’t want to touch on that phase of it; 
I will consider it as the Company automobiles using the highways. 
We don’t feel we should pay exclusively for the highways, through 
gasoline or anything else. Not saving that we do. 

Mr. Auten. I have listened to almost the same sort of controversy 
from people who come to Washington. They wanted their schools 
paid for from Federal revenues in large part. I would like to figure 
out why the people across the river should be paying for the schools 
in Washington. We never did get it to the satisfaction of both, I'll 
agree. 

Another question I was curious about was how many, if there’s any 
information, of the United States citizens in the Canal Zone actually 
exercise a voting privilege in one of the States ? 

Mr. Cotitns. I don’t know, sir. It’s possible that somebody has that 
information, but our organization doesn’t have it. And we—well, the 
subject has been discussed considerably around here, and I would say 
that, first, some States don’t have absentee voting, of course. Secondly, 
in some of the States that do, you have to register first and then vote 
later, which makes a complicated time schedule for somebody living 
down here—has to be in the special town a certain time to register. 
And generally speaking, I don’t believe that very many people down 
here—that is, of the Panama Canal civilian employees—could vote if 
they wanted to—or are qualified to, I mean. 

Mr. Auten. I was beginning to think I was doing a lot of work for 
people who said they were constituents of mine. 

And one other question: Do you know, concerning the membership 
of the United States citizens association and the organizations rep- 
resented by Mr. Munro and others—Mr. Wagner and others here 
yesterday—whether the membership is a duplicating membership in 
any instances, or mutually exclusive ¢ 

Mr. Coxtutns. No, sir—there is overlapping in many instances. 

Mr. Aten. How many members do you have? 

Mr. Cotirys Eleven hundred. 

Mr. AtLeEN. How many of those would you also think are repre- 
sented by the others ? 

Mr. Cotitns. I wouldn’t venture to say, sir; never had an occasion 
to make an analysis of that. 

Mr. Auien. On the theory that your guess would be better than 
mine, say 20 percent in duplicated membership ? 

Mr. Coturns. Thirty percent. 

Mr. Dorn. Just following up the last questions of Mr. Allen, I 
was very curious about the fourth paragraph in the beginning of your 
statement, in which you say: “Every 150 United States citizens in a 
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town have a delegate to our organization.” Is that strictly correct? 
Isn’t it very 150 United States citizens who are members of your—— 

Mr. Coxtins. No, sir; we base our membership—or rather our elec- 
tion quota—on total population, whether they’re a member or not— 
and based on figures as supplied by the Canal Zone Government. 

Mr. Dorn. But not every ti Jnited States citizen is a member of your 
organization, by any means? 

Mr. Coins. No, sir, not at all. This includes children, also, in 
the 150—all ages—population total. 

Mr. Dorn. On page 7, something that I do want to particularly 
correct—you say that your standard of living is not equal to stateside. 
I’m in favor of your having a very high standard of living. But I 

‘an only tell you ‘that your standard of living is much higher than the 
majority of people in my own congressional district—higher—and 
much higher than the standard of living of the people in many of 
the congressional districts throughout the country—from observa- 
tion, from having been down here in the Zone for many years myself. 
I hope you will continue to have such a high standard of living, and 
I hope it will increase. But many of the people in my district—the 
majority of them—would be desirous of enjoying this same high 
standard of living that you have now, would be very happy to be able 
to earn the same average sums that are earned here. 

Mr. Cotiins. May I say something here ? 

Mr. Dorn. And live as well. 

Mr. Cortins. May I say something in defense of our position on 
this? Although it doesn’t say so there, it was understood in our mind 
that within the economic group—in other words, here we have a cer- 
tain economic level—we have no very poor; we have no very rich. 
We’re a middle-class group. We feel that within that economic group, 
only, on a comparative basis, that we don’t have the same standard 
as our counterpart in the United States. 

Mr. Dorn. I'd say your feeling is incorrect. 

Mr. Mariuiarp. I’d like to pursue that a little bit. When you talk 
about “standard of living,” what standard are you talking about ?— 
the fact you don’t have a corner grocery store ?—or what do you mean 
when you say your standard of living i is not as high as in the United 
States? 

Mr. Cotiins. A pretty intangible thing, I'll agree with you. To 
begin with, the standard, as we consider the American standard, is 
limited—that we don’t have the facilities down here that are 

Mr. Tumutry. I think all this discussion came about because the 
Governor’s letter said that the cost of living would be well below state- 
side. And that’s how—it was the Governor’s original raising a stand- 
ard of comparison, I think, that led to this discussion on it. We have 
to find out what the Governor had on his mind. 

Mr. Matiuiarp. Now, you're talking about two different things. It 
seems to me, talking about two different things when you talk “about 
cost of living and standard of living—not the same thing. And I 
just wonder what you are referring to—cost of living you can meas- 
ure?—but standard of living—I just wouldn’t know whether you’re 
talking about climatic conditions or what. Because it seems to me it 
is germane when you figure that as far as cost and pay are concerned, 
it was always my understanding, that the 25 percent differential was 
supposed to be compensatory for the inconvenience of living outside 
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the United States. But it does appear to me that with both the Gov- 
ernor’s comments on your bill ah your replies or comments on his 
comments, it becomes so complicated, frankly rather hard to follow 
the logic of the arguments on both sides—which leads me to ask this 
question : Wouldn’t it perhaps be less complicating and more effective 
to go to a system, such as was proposed yesterday, of a definite ceiling 
on the items that would go into making your cost of living higher, 
so that everybody knows what it is, doesn’t become a matter of com- 
plicated controversy—and we take up a good many pages just com- 
menting on a letter and get involved in a lot of complicated accountin 

processes where it seems to me you could be arguing now to a hundre 

years from now and never get it solved. Has your association taken 
any position on having prices fixed to Bureau of Labor Statistics 
standard? Are you opposed or 

Mr. Coxiins. We’ve discussed it generally. Generally, it’s favored 
but there’s also a feeling of what would be the basis? It was brought 
out yesterday, I believe, that the Wage Board employees are based on 
nine Navy yards around the country. If you pegged their cost of 
living to the figures of Washington or an average of the nine Navy- 
yard districts, or areas, or—the civil-service employees, are presumably 
based on the standard in Washington—or the teacher or policeman 
or fireman, are based on Washihngton. The whole situation has 
never been sufficiently drafted out, I don’t believe, to get a definite 
statement on it. 

Mr. Martiarp. Of course, that would have to be a matter of nego- 
tiation or agreement, but when you did it you’d have something. 
Seems to me any norm would work quite differently ; you get so many 
variables. It seems to me the Governor makes a fairly good point 
here, that under any attempt, such as exists in this bill, you’d have to 
support prices up and down and they would change from time to time. 

Mr. Cotirns. I’m afraid I don’t understand. 

Mr. Matrurarp. Well, he makes the statement that it would result 
in some increased cost, but in most cases would result in decreases. 
Don’t you think that’s correct? So then you don’t know really what 
you’re asking. 

Mr. Collins, I’d like to pose this question and end this particular 
part. Don’t you think that if you use two kinds of a standard for 
limiting the prices that you have to pay for goods and services— 
which is related to the standard of income you enjoy—you are then 
guaranteeing that the 25 percent differential is a real compensatory 
factor? Whereas, with this complicated exclusion procedure sug- 
gested in this bill, I submit I don’t think you really know what you’d 
have if it were enacted. 

Mr. Diruwea. I don’t—in the absence of legislation of that nature 
that you’re speaking about, Congressman, this bill was proposed— 
and since this time, we understand that there is a bill that will be 
amended to somewhat encompass the very thought you have in mind. 
At that time, our organization will take proper action, consider it, 
and favor it or otherwise. But at the present time, all we can say 
about that particular principle in connection with the bill, it’s a step 
in the right direction. 

Mr. Mariuiarp. Thank you. One other question I’d like to clear 
up. You mention in several places here, fringe benefits that other 
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United States or other Government employees get for nothing that 
you are paying for. I was a little confused as to whether you were 
referring to other United States civilian employees in the Canal 
Zone, or other United States employees everywhere. Well, then I 
can’t see what you mean if you were referring to Government em- 

loyees in the Canal Zone other than Canal Company employees, but 
Pm somewhat mystified as to what you are referring with regard to 
the Government employees in the United States. 

Mr. Dinwee. May I answer that again. Here is the situation, and 
I’ve got to give you an example, so we can all grasp it readily; 
we're now enjoying Federal insurance, for which, we say, Federal 
workers—assuming we are Federal workers—pay a premium for that 
insurance; pay half the premium. Our Government matches that as 
a contribution. When it applies to the zone, it doesn’t come out of 
appropriated funds to match my half of that premium. It must come 
from the Company’s operation down here, which means that the Com- 
pany has to earn sufficient moneys to pay that out of their operations; 
and so in that particular instance, the man who’s getting the contribu- 
tion from the Treasury, let’s put it, is getting a better deal than I would 
down here. 

Mr. Maiu1arp. Well, is that strictly true? Because it seems to 
me that you are paying a part, perhaps, of the cost of operating the 
Government down here, or any other agencies of the Company ; but it’s 
a relatively small part—and at least that’s my understanding—so that 
it would seem to me that the traffic going through the canal is paying 
the other half rather than you, because there are other services which 
you get that would be normal things you would pay for if you were 

iving in a community in the States, where you bear only a small part 
of the cost. So it seems to me you kind of snowball this thing in 
saying you're paying for whatever you happen to be talking about at 
the moment; whereas actually you’re paying a small share of it and 
including the relative share of things which any citizen would pay for. 

Mr. Ditwec. Well, Congressman, we cannot put our finger on where- 
the-dollar-goes, how the particular activity earns the dollar and 
how much; and instead of throwing all of the earnings in a general 
pool for overhead expenses, that are exceedingly high down here, you 
begin to realize that you are paying something in addition to what 
you should pay. 

Mr. Martiiarv. Isn’t there considerable offset? For example, one 
of the things mentioned in here—the health services—now, and I 
understand there is a substantial deficit; so there you’re paying con- 
siderably less than a Federal employee in the States would have to 
pay for the same service. 

{r. Ditwec. Well, I suppose I would have to admit that the service 
that’s rendered through the hospitals down here is a subsidy to the 
individual; that is, it’s below the actual cost which you and I have to 
pay in the States. Now then, just how much that is, I don’t know. 
We can certainly get it for the record. 

Mr. Matii1arp. What I’m really getting at is that you are quite 
ready to show that you are paying some things that you shouldn’t 
pay, but I haven’t heard you mention 

Mr. Ditwec. Remember there are many people down here, Con- 
gressman, that came down here 10 years ago, 15 years ago, under cer- 
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tain inducements from their Government. And they’ve seen a com- 
plete change of the picture and a complete evaporation of savings. 

Now, a question that has always been asked—or rather gone through 
my mind—is how we can equitably treatthem. If you come down here 
now—and you see the operations—you know what to expect. But 
we have people come down here at considerable sacrifice to themselves. 
We can never see, for example, why furnishing housing and furnish- 
ing food at cost should not be expected. I don’t think there’s a single 
person in the zone who wants to purchase food for less than he would 
pay in the States—but when he buys it down here, he feels that he’s 
paying more of hidden costs and on that basis he is quite upset. 

Mr. Marmutiarp. Mr. Dilweg, that’s why I get back to my feeling 
that this is so complicated—question of what dollar goes where and 
who’s paying what—so hard to determine, I just would suggest to your 
association that you give some thought to whether you wouldn’t be 
getting a surer benefit under some pricing system that did not go into 
the cost factor but simply set a ceiling on the level that you would 
have to pay. 

Mr. Tumutty. I have before me, first of all, paragraph 6 of the 
Governor’s letter contained in the transcript of Mr. Collins's testi- 
mony—lI advert to it—“In most instances the Company recovers all 
direct costs of the service”—meaning the services to the employee— 
“plus a reasonable contribution to direct or general expenses.” Now, 
if I take up the Company’s income statement which is published in the 
Panama Canal Review, November 1955 (Condensed income statement, 
year ended June 30, 1955) and I read: 

Sales to employees and others, $39,485,846 ; cost of goods sold and other direct 

expenses, $37,412,812; net operating income sales of supporting services, $2,073,- 
034. 
So that apparently the Company made over $2 million above and be- 
yond sales to employees on others, and above and beyond costs of 
goods sold and other direct expenses. In effect, these employees pay 
$2 million more for the goods sold to them than it cost the Government, 
plus whatever other expenses. In effect, therefore, they are paying a 
tax in form of a sales tax. 

So, therefore, what the Garmatz bill does by this uncomplicated— 
simply because e mploy ees shouldn’t be charged for operating the Com- 
pany when the Company exists for the prime purpose of serving world 
shipping; and that’s why the tolls are being paid. These people are 
brought down from the States and told to work on something which 
exists so as to advance shipping. Now, incident to that, they must 
live here. They couldn’t commute from here to Hoboken. And 
people do have a habit of getting married; and when married, children 
do occur—in tropical climates rather frequently. 

Therefore, it seems to me that their position isn’t as bad as it’s been 
painted, because they have already made a contribution. The Gov- 
ernor says so right here in the Governor’s statement. The latter is an 
increase of approximately $200,000 over the previous fiscal year. 
These people helped contribute to that. Consequently, it seems to 
me, without taking sides, that we ought to determine whether they 
should support an international body or not, or whether they should 
be paid whatever it costs to live outside of the United States or not. 
But as it stands now, the Governor himself says that they have already 
made a reasonable contribution. He doesn’t say a little one; he says 
a “reasonable.” 
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So the question isn’t whether they should pay or whether they should 
pay more or less or pay it all. 

Mr. Byrne. In other words, Mr. Tumulty, quoting your statement, 
it is up to the “court of taxation-without-representation.” 

Mr. Tumutty. In my opinion, when you’re going to have local gov- 
ernment, you have the right to select the people who spend the money 
and the right to take them out if they don’t spend it right. Here, 
this type of government doesn’t permit of that. Maybe it should 
stay that way. But it isn’t fair to make a comparison between the 

Canal and Jersey City. Sometimes it takes longer than that. Some- 
times it takes 40 years, but people keep them there. 

But I might point out, as I read your statement, the full force of 
it, and I don’t wish—as the Chairman properly says, it is not our func- 
tion to debate the full matter—but nonetheless, it seems to me that if 
this Canal Zone exists for international shipping, we're either in that 
business or in the business of renting tropical homes to people who 
want to come to the Canal Zone to live. Right now, the Government 
has a $2 million profit out of selling goods to Cans al Zone employees. 
I say that’s not small but large. 

It seems to me that there develops here a question of what is the 
essential function of the Zone and the Zone Government. And if the 
Company doesn’t exist because the Canal Zone exists, therefore where 
you have people already paying $2 million, I think they have a right to 
know where the money goes. 

Mr. Garmatz. Mr. Mailliard. 

Mr. Maiuurarp. I’m finished. 

Mr. AuieN. Before I forget it, do you know whether the existing 
taxes that apply to sales of eoods i in the States apply to the same goods 
down here—gasoline, liquor, refrigerators, a variety of things? 

Mr. Driwec. I don’t think so. 

Mr. Cotuins. Not as much. 

Mr. Tumutry. I might point out that those of us who live in the 
United States—we do purchase goods; we’re getting a benefit out of 
pay, and it is not “plowed back” in here. So I feel it is a different 
situation there than is existing anywhere else. 

Mr. Garmatz. Mr. Van Pelt. 

Mr. Van Petr. No question. 

Mr. Garmatz. Now you may proceed on page 10. 

Mr. Cotxins. Before proceeding, I’d like to submit in evidence a 
booklet in their recruiting work, and, if the Chair will allow, possibly 
at a later time supply an earlier copy of the same pamphlet, one that 
was used prior to the war, for example, in recruiting work of the 
Canal in the support of some of our contentions. 

(The booklet was submitted in evidence. ) 

Mr. Garmatz. I might say at this time, in connection with the state- 
ment of Mr. Collins, we will insert two articles from the Star & Herald. 

Mr. Dorn. This booklet, “Living and Working in the Canal Zone”— 
is this the booklet that is given to people to induce them to take jobs 
in the Canal Zone—that is presented to them before they come to the 
Zone so that they’d know what conditions would be in the Zone and 
what they can expect ? 

Mr. Cotiins. That’s my understanding, yes, sir. 
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Mr. Dorn. Is there anyone here who knows why a booklet is given 
to you before you come to the Zone? 

Mr. Cotuins. No, sir; but I grew up here, so that wouldn’t count 
for me. 

Mr. Garmatz. You may proceed, Mr. Collins. 

(Mr. Dilweg read the remainder of the prepared statement.) 

Mr. Ditwes [ reading :] 

Paragraph 10 of Governor’s letter : 

In the light of the above discussion, specific provisions of the bill may be 
reviewed with only brief comment. Section 1 of the bill would amend the 
statutory formula for prescribing tolls levied for the use of the canal. The 
changes are designed to increase the costs borne by the canal activity—that 
is, the tolls-producing activity—with a corresponding decrease in the costs, 
and therefore the prices, of the other activities of the Company. 

That paragraph accurately states what we want to see as the result 
of this legislation—or any other corrective action in a permanent form. 
It is relief we seek from burdens which are discriminatory. The 
simple fact remains that we as citizens sent from our homes in the 
States to this area to operate the Panama Canal for our Government, 
should not be called upon to make the various sacrifices which we do 
(listed elsewhere) and at the same time bear a burden of the cost of 
canal operations which is not shared by those at home who sent us here. 

Paragraph 11 of Governor’s letter : 

Clause (1) would add to the toils statute a new provision which would elim- 
inate the Company’s cost for employees’ retirement and workmen’s compensation 
benefits from the accounts of all Company activities except the canal activity 
itself. The policy issue presented is whether retirement and similar costs of 
employing personnel to operate the various activities of the Company should all 
be borne by the tolls-producing canal activity, as proposed by the bill, or should 
in general be borne by the supporting activities employing the personnel involved. 
This proposal is not confined to employee-service activities and its potential 
benefits are not restricted to employees. For example, it would potentially affect 
the cost and therefore the prices of such supporting activities as the railroad, 
harbor terminal facilities, and other activities that furnish goods and services 
to employees and nonemployees alike. 

This paragraph certainly demonstrates the present practice to which 
we are objecting. We are singled out as the only Federal employees 
of the entire civil service establishment who, through the cost of our 
groceries, clothing, electricity, rents, et cetera, pay double for our 
retirement, for instance. We pay the same share into the retirement 
system as do other Federal employees; through the payment of our 
income taxes, we contribute to the retirement of all other Federal 
employees; and, thirdly, we also pay an additional amount into our 
employer’s share of our retirement cost, through our purchase of 
living necessities, et cetera. We contend this is discriminatory and 
unfair. 

With our Federal Government committed to seeking provisions 
whereby the alien employees of the canal will be included in the 
same retirement system as ours, which will result in greatly increased 
costs for retirement, the employees here are drastically in need of 
permanent protection, as well as relief from the current discrimina- 
tory aspects of the recovery of the cost of the retirement system for 
canal employees. 

This holds true also for leave, recruitment, travel, and many other 
costs incidental to the employment of individuals to operate the 
canal—the national Government directs that certain activities shall 
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be operated in a certain manner—which is well and good—but under 
the present system, and without any protection, the employees here 
are burdened with the cost thereof, while the other citizens of our 
nation are exempt from those burdens. 

The Governor uses as his example two organizations—railroad 
and terminal facilities which are seldom used by canal employees. 
The tariff rates for these services could be fixed to include all costs 
as it would be correct to recover these costs from the users, the ship- 
pers, and so forth. 

Paragraph 12 of Governor’s letter : 

Similarly, clause (2) would add a new requirement that “interest and de- 
preciation with respect to housing and other facilities provided solely for em- 
ployees of the Federal Government and their dependents by the corporation or 
by the Canal Zone Government” be borne exclusively by the tolls-producing canal 
activity and not by the employee-service facilities themselves. The policy ques- 
tion presented is similar to that involved under clause (1). This proposal is 
probably intended to embrace principally the company’s housing, commissary, 
and community service center operations. It is observed, however, that these 
operations are not utilized “solely” by employees since some nonemployees, in- 
cluding residents of the Canal Zone who are not employed by the Federal Govern- 
ment, utilize such facilities. 

This is a weak argument. It is entirely logical that the maritime 
industry should not be expected nor called upon to subsidize mem- 
bers or civilian employees of national defense agencies or any other 
Federal agency here in the Canal Zone. With that we do not argue. 
Our American shipping firms make their full contribution to our 
national defense costs through payment of their taxes. However, is 
there justification for the employees—who are actually maritime em- 
ployees regardless of what they do for the canal; if they are canal 
employees they are in some way performing duties connected with 
furtherance of the canal’s objective, service to the maritime indus- 
try—is there justification for those employees being penalized because 
the canal extends privileges to these members of our Federal Govern- 
ment’s team down here? Perhaps the Governor believes it is better 
to penalize all users of the commissary on an equal basis rather than 
work out a pricing media. The Army Sales Stores now add a sur- 
charge to purchases made by State Department employees residing 
in Panama. The Armed Forces have one price; the outsiders have 
another. 

Paragraph 13 of Governor’s letter : 

An important technical defect in the language of clause (2) is noted. The 
words “or the Canal Zone Government” on line 7 of page 2 of the bill should be 
deleted. They are wholly inappropriate because the “interest and depreciation” 
referred to in the subsection of the law necessarily appertains only to the Panama 
Canal Company. 

It is okay with us if the statement is accurate that no interest or 
depreciation is charged on installations of the Canal Zone Govern- 
ment. However—without the inclusion of this phrase is there any 
protection that such interest and depreciation cannot be charged ? 

Paragraph 14 of Governor’s letter : 

A further provision of the tolls statute involved in section 1 of the bill pre- 
scribes a comparative gross revenue formula to be considered in determining the 
appropriate share of the net cost of Canal Zone Government that the tolls are 
required to cover. In applying this formula the cost of commodities resold and 


revenues arising from transactions within the corporation or from transactions 
with the Canal Zone Government are excluded from gross revenues. Section 1 of 
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the bill would add a new clause (c) which would require exclusion also of 
“revenues derived from supplying goods and services to employees of the Federal 
Government and their dependents.” 


No comment, other than statement, is accurate that we desire the ex- 
clusion set forth. 
Paragraph 15 of Governor’s letter: 


The Panama Canal Co. agrees that such revenues should be excluded in ap- 
plying the comparative gross revenue formula. However, the Company already 
excludes revenues arising from transactions with employees in applying the 
existing formula, on the ground that such transactions are transactions “within 
the Corporation” which are excluded under present law. This change would 
therefore confirm an existing practice already covered by existing law according 
to the Company’s interpretation. That interpretation has, however, been the 
subject of differences of opinion. 

For once the administration agrees with us, and vice versa. This 
would make it official and mandatory, and in view of the efforts being 
made—and impending increases in costs due to treaty concessions— 
we desire this spelled out in law. The canal offers no objection to this 
being spelled out in law. 

Paragraph 16 of Governor’s letter: 

Section 1 of the bill would also provide that revenues from supplying goods 
and services to employees of the Federal Government and their dependents 
shall not be used to pay any part of the costs of the Canal Zone Government. 
Apart from the policy issue apparent in this proposal, the administration of 
such a statutory provision would be difficult and controversial. For one thing, 
the commissary and other activities of the Company which serve employees 
also serve persons in the Canal Zone who are not employees of the Government. 
Assuming Canal Zone Government costs were reflected in prices, the earmarking 
of revenues from employees would therefore be difficult. However, to a con- 
trolling degree, the provision is believed unnecessary because the present pricing 
policy governing rents and commissary and similar prices in activities predom- 
inantly serving employees does not involve any allocation of Canal Zone Gov- 
ernment costs. To the extent that the financial results of operation of such em- 
ployee-service activities show an operating margin over direct costs, the activities 
are considered as making a contribution to the other general overhead expenses 
of the Company, consisting primarily of interest and general administration. 


The statement that prices to employees do not include any cost of 
the Canal Zone Government is inaccurate—housing is one example. 
A part of the “direct or general expense” of the canal’s overhead is 
allocated to housing; and in turn funds are taken from this “direct or 
general expense” fund to operate the Canal Zone Government. 

What justification is there? Why should the Federal employee 
working for this particular Federal activity be required to contribute 
to the overhead expenses of the Company, for the general administra- 
tion of this federal agency, when a Federal employee anywhere else 
makes no similar contribution to this activity and none to his own 
employing agency, other than through his income taxes—which we 
also pay? 

Paragraph 17 of Governor’s letter: 

Section 2 of the bill would add a new subsection (f) to the tolls statute pro- 
viding that no employee of the Panama Canal Company or the Canal Zone Govy- 
ernment shall be required to contribute a greater amount, directly or indirectly, 
for any fringe benefit than an employee in an equivalent position in any other 
department or agency of the Federal Government is required to contribute for 


the same or a similar fringe benefit. The term “fringe benefit’ would be defined 
to include “all legally required employee remuneration over wage rates.” 


No comment. 
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Paragraph 18 of Governor’s letter : 


Apart from the policy question involved in this proposal which is similar in 
general purport to other proposals in the bill, the new language is ambiguous 
and uncertain as to what is to be covered by the term “fringe benefit.” Pre- 
sumably it does not relate, for example, to the 25 percent tropical differential 
since that differential is not “legally required,” but the intent in this respect 
is not certain. Likewise, it is not clear whether the term includes travel benefits 
for recruitment, home leave and repatriation, vacation time, and group life 
insurance, 

If they wish to spell out in detail what the fringe benefits are, it is 
all right with us. They are correct in assuming this means travel 
benefits, recruitment, home leave, repatriation, yacation time, group 
life insurance—also retirement annuities, workmen’s compensation, 
health insurance, social security. 

Since they bring up the question of differential, that also should be 
included—while it is not ‘ ‘legally required” it is “legally provided for,’ 
although the term is permissive, but the fact remains—how many other 
Federal employees, other than through their income tax payments, 
share in the cost of their own differential? Asane xample, does an elec- 
trician employed anywhere else but in the Canal Zone pay a higher elec- 
tricity bill for his home because he and his fellow workers in his 
electrical shop receive a differential for overseas duty? Weare willing 
to pay our share as Federal employees, but we do not believe we should 
be expected to sacrifice any more than any other Federal employees. 

Paragraph 19 of Governor’s letter 





Furthermore, the question arises as to how a comparison is to be made with the 
fringe benefits paid for by “an employee in an equivalent position in any other 
department or agency of the Federal Government.” For example, it is doubtful 
that the Tennessee Valley Authority can determine what amounts of fringe bene- 
fits to its employees are included in the rental price of power in the Tennessee 
Valley. The same would be true of other agencies providing economic services 
directly or indirectly to their employees. In any event, it is suggested that this 
section of the bill, like other provisions of the bill, confuses the position of a 
Government employee, as such, with his position as a consumer. 

This is the crux of the matter. We have been discarded, so to speak, 
as Federal employees, and fully burdened as outsiders with the support 
of activities—while at the time the Federal government prov ides such 
benefits to other Federal employees as “hidden benefits” or subsidies; 
and private business firms all through our country offer similar benefits 
to their employees. 

We are further discarded by our own Government by our being 
singled out from among the canal employees; we who are citizens are 
burdened to a much greater extent than are our fellow alien employees; 
all working for a common employer—all renting housing, for instance, 
from the same landlord. We, the citizens, must pay a rental rate suf- 
ficiently high to cover all costs; but it is not “deemed practicable” to 
require the aliens to pay rental rates sufficient to cover all costs of their 
housing. 

It does indeed confuse the issue of our position as Government em- 
ployees as such, and our position as consumers. Are we Federal 
employees entitled to our benefits the same as other Federal employees 
without contributing more to their cost than do those other employees, 
or are we total outsiders as far as our Government and our employer is 
concerned ? 
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Business firms operating in overseas areas, as well as in the States, 
provide services for their own employees without recovering the cost 
thereof from those employees. Our Federal Government even in 
instances contributes to their costs—with us down here contributing to 
that expense. But again, it is still a one-way road. They do not 
contribute to the expense of our benefits, nor to their own, but we are 
doubly burdened. 

We contend that if other employees, whether Federal or of private 
industry, are exempted from the consumer classification on the part of 
their employer, then it is not fair for us to be classified as such. 

Paragraph 20 of Governor’s letter : 

As a technical point, the definition of “fringe benefit” should preferably be 
included as part of the new subsection (f) that uses the term. If not, then the 
word “subsection” in line 10 on page 3 of the bill probably should be changed 
to “section.” 

If a better definition of fringe benefits could be provided to cover all 
the items which we have in mind, we will have no objection. It might 
be very wise to spell out the mandatory payment of the 25 percent 
differential. 

Paragraph 21 of Governor’s letter : 

It is not possible to estimate at this time what the effect of the proposed 
legislation would be in terms of the additional costs that would have to be ab- 
sorbed by tolls, but they might be substantial. A serious financial effect from 
the Government’s point of view would be the costs that would be excluded from 
employees’ prices under section 2 that possibly could not be added to tolls under 
the terms of section 1 and so would have to be financed from the public Treasury. 
This result would not be in keeping with the intent of the reorganization legisla- 
tion of 1950 that the canal enterprise be self-sustaining to the greatest extent 
possible. 

First, this paragraph proves that our contribution at the present 
time to the overhead expense of the canal activities is substantial. 
What other Federal employee shares in this contribution; what other 
citizens of the millions who own this canal share in the contribution ? 
Why are we singled out to bear this cost ? 

The operation of the Panama Canal benefits every taxpayer of our 
Nation, whether they realize it or not. It provides them with a much 
greater degree of national security and national defense; their pro 
rata share of the national defense budget is considerably smaller due 
to rapid movement of naval vessels through the canal; also, in his 
every day living, every taxpayer of our country benefits by the canal’s 
existence and eflicient operation by the availability, or the availability 
at much less cost, of many thousands of items he uses or consumes, 
all made possible because of the Panama Canal which he—each and 
every taxpayer—owns and operates. 

General: We acknowledge and are somewhat familiar with the 
problems our American merchant marine faces today in its competi- 
tion with the foreign shipping firms. The Panama Canal serves mari- 
time industries of all nations. However, it is the American shippers 
we wish to call attention to, for the fact that their American standards 
of operation, wages, hours, retirement, vacations, food, safety, and 
sanitation—all aspects of operation of their ships—are geared to our 
American standards, and not foreign standards, as is proper. 

Because a segment of our national industry is placed in competition 
with a similar foreign industry is no reason why that particular in- 
dustry should be expected to drop to the standards of the foreigner— 
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our farmers, for instance, are not expected to live on the standards of 
an Asiatic peasant. It is on that principle that Congress provides 

various forms of subsidies to maintain and to protect our American 
standards for all our American citizens. 

Similarly, then why are the canal employees, who are American 
citizens, as well as a part of the American maritime industry, serving 
it as well as the defense teams of our nation, to be denied any form 
of subsidy when it is required ? 

Now, we have taken up a great deal of you gentlemen’s time, it 
is entirely up to you if you have questions. I do wish to have you 
hose two of the ladies that are with our organization right from the 

tart. One is with a matter that would take maybe 5 minutes. 

Mr. Auten. Mr. Chairman, I notice on page 12 of the statement, 
near the top of the page, the paragraph concludes “The Armed Forces 
have one price; the outsiders have another.” In that connection, I 
think it’s the policy of the armed services, Defense Department, to 
endeavor to make the conditions all over the world approximately the 

same for the members of the services; and that, in a sense, is a sort 
of an agreement that is made at the time the people get into it. Now, 
it’s true that here they have prices that are different and sometimes 
lower than you find in the civilian commissaries, and that only the 
members of the armed services can use their facilities. That’s always 
true in the cities, the States and wherever else in the world the armed 
services have an installation. 

Now, I just want to ask you, to make it clear, inasmuch as that is 
the sort of an agreement with the armed services and their personnel 
when they enter, would you think that the Government should break 
their contract to make yours a little better, or isn’t that implied here 
in your statement ¢ 

Mr. Cotirns. No, that’s not the idea, Congressman. Our idea in 
pointing that out was to show how the « canal could do similar things in 
their question where they say be different in a sale to a noncanal em 
ployee, or canal employee, whether to charge them or differentiate in 
the price. We were using the Army’s system as an example of how 
it could be done, as pay the straight price or some other person would 
co in to purchase and they would pay 3 percent, or 2 percent 
depending on whom they were—surcharge on top of the whole bill. 
It works out there very well. 

Mr. AuLEN. I just wanted to make sure. 

Mr. Dorn. I'd just like to continue a minute on this pamphlet, Liv- 
ing and Working in the Canal Zone. Is there anything in here you 
feel portrays a false picture of the Canal Zone / 

Mr. Coturns. I mentioned to the chairman, sir, that I’d like to get 
an older one and use it, too. I don’t believe that one would serve as 
a proper 

Mr. Dorn. This one is dated September 1954. Is there anything in 
it that doesn’t portray a true picture of the Canal Zone to the pros- 
pective employees ? 

Mr. Couirs. As such, no. Possibly misleading. 

Mr. Dorn. Would you point out where it’s misleading ? 

Mr. Couurns. I’d have to do some digging. 

Mr. Garmatz. What you want to make is a comparison between the 
old one and the new one? 
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Mr. Coturns. Yes, sir. 

Mr. Garmatz. If you get a chance get the other ones before we finish 
the hearings. 

Mr. Tumutry. I would like to ask one question. I advert to page 
13, testimony quoted from paragraph 16 of the Governor’s letter, 
wherein the statement is made that “pricing”—just starting in the 
middle of the sentence. I will read it all: 


However, to a controlling degree, the provision is believed unnecessary because 
the present pricing policy governing rents and commissary and similar prices 
in activities predominantly serving employees does not involve any allocation 
of Canal Zone Government costs. To the extent that the financial results of 
operation of such employee-service activities show an operating margin over 
direct costs, the activities are considered as making a contribution to the other 
general overhead expenses of the Company, consisting primarily of interest and 
general administration. 

Now, I notice the word used there is “contribution.” You volun- 
tarily give this money tothe Company? I mean has anyone come and 
asked you: “It is all right”? 

Mr. Corsins. No. 

Mr. Tumu.iry. And secondly, is there an explanation which exists 
which would spel] out why this money is allocated to the Company, 
and not to the Government? Has anyone ever told you why they take 
this money, which is about $2,073,000 over cost and other direct ex- 
penses—for, I guess, “rents,” it says here, and “the employee-service 
activities’? Has anyone ever—has there been an explanation as to 
why it was done? 

Mr. Cotuins. In the Company organization, certain activities per- 
taining to the Company—or rather pertaining to the Company and 
other activities pertaining to the Government as such, and housing and 
services to employees, in the sense of commissaries and service centers, 
are considered a Company function rather than a governmental 
function. 

Mr. Tumutry. So that the Company looks upon the housing as a 
Company function / 

Mr. Cours. Yes, sir. 

Mr. Tumutry. Do you pay any tuition for the children to go to 
school ? 

Mr. Cotuins. No, sir. 

Mr. 'Tumuury. Is there any requirement, any rule or regulation of 
the Company that you know of that says that this money must be 
treated this way ¢ 

Mr. Coturns. I’m not familiar with that facet. 

Mr. Auten. I believe the Company runs the whole thing so that 
within a contribution to the Company, the money’s all in the hands 
of the © Jompany. 

Mr. Tumutry. The Governor said it isa contribution. I assumed 
I mathaitr from that, if it’s a contribution, which you contribute, you 
can’t take back. The implication is that the employees gave 1f 
unless the _— was used wrongly. 

Mr. Auien. I don’t think it was used in that sense. 

Mr. Tumuury. I don’t know. I intend to find out. 

Mr. ade You'll have the opportunity to ask the Governor. 

Mr. Tumutry. I’m trying to find out if any explanation is given to 
these people. 
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Mr. Garmatz. Just a moment. 

Mr. Coitins. None that I know of. 

Mr. Byrne. Do you have a school bus that picks up these children ¢ 
Is there a charge? 

Mr. Cotiins. Yes, sir; there is. 

Mr. Byrne. By trip or by month. 

Mr. Cotiins. By month. 

Mr. Byrne. What is the charge? 

Mr. Couuins. $4 here. It runs higher in Gamboa. I believe it is 
based on mileage. 

Mr. Byrne. And do Panamanians—are they charged ! 

Mr. Coriiins. Panamanians—none—that is, children of nonem- 
ployees—yes; they use the school and pay the tuition. 

Mr. Byrne. Have a free bus? 

Mr. Coiuins. No free bus. Motor Transportation Division has to 
recover the cost and charge to the parent whose child rides on the bus. 

Mr. ALLEN. I just want to make a comment, that I think this state- 
ment comes somewhat from the language and the hearings of our own 
committee on the Thompson bill, where the indication was that the 
two types of activities—the transiting activities and other activities— 
should contribute toward the general expense. I am not defending 
the Governor; I think it was our fault. 

Mr. Tumutry. I’m only trying to determine in my own mind, Mr. 
Allen, so that I could understand that this money was allocated to the 
Government, because it’s their money, but this extra profit or over- 
direct cost going into the Company in effect goes into a general pool, 
which in turn lowers the toll. Sothese people are helping to pay two- 
thirds of the overhead allocable to these foreign ships. I don’t see 
why they should. 

Mr. Auten. Right or wrong, it was our idea. 

Mr. Tumuttry. I hadn’t reached there yet. 

These non-United States citizens—what happens to the money from 
their commissaries ? 

Mr. Couuins. Same thing. 

Mr. Tumuttry. Some other benefits you mention—‘“it’s not prac- 
tical” ?—what was your statement here !—something was not “deemed 
practicable” !—page 15. 

Mr. Cotuins. Full cost of recovery in cost of rentals. 

Mr. Tumutty. Do the aliens pay different rentals ¢ 

Mr. Cotuins. Yes, sir—consaiderably lower—on inferior housing, 
but on a proportionate basis, it is still lower. 

Mr. Tumutry. But the new treaty calls for somewhat equal treat- 
ment also, doesn’t it ? 

Mr. Cotzins. That is a moot question. 

Mr. Dorn. But their salaries are also still lower. 

Mr. Coti1ns. No question about that part of it. 

Mr. Tumutty. In other words, while their rents are lower and their 
salaries are lower, their rent, however, still does not cover all the costs 
involved in their housing ? 

Mr. Cotirns. Yes, sir. 

Mr. Zincxe. I have one or two questions to ask Mr. Dilweg, but I 
suggest we wait until he gets near a microphone. 

Mr. Coutiins. Thank you very much, gentlemen. 
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Mr. Garmatz. Thank you, Mr. Collins, for testifying here, 

Mr. Zincxe. Mr. Dilweg, is it the position of your organization that 
the residents of the Canal Zone should pay no local taxes or their 
equivalent ? 

Mr. Diutwec. Since they are paying part of the local tax now, and 
are not complaining—I don’t want to be facetious when I say it that 
way—lI don’t believe that’s a fair question to me to try to answer, 
because I can’t talk for my people on the matter of what they want 
to pay for local taxes. 

Mr. Zincxe. I’m not talking about amount now. I’m talking about 
the principle of local taxation. 

Mr. Diuwec. Well, again I’ve got to answer by saying that they 
are going along with the prince iple because they are paying. 

Mr. Zincxe. In vew of the fact that there is some question about 
the contribution to the general fund of the Company, isn’t that con- 
tribution, whether it be right or wrong in amount, in the nature of a 
local tax ? 

Mr. Ditwec. I guess you could identify it as a local tax. But 
regular income tax they pay, plus a lot of other hidden costs. 

Mr. Zincke. The income tax being a Federal income tax—correct ? 
Now, you are familiar with the situation in Washington, D. C.? 

Mr. Diuwes. To a certain extent, yes. 

Mr. Zrncxe. How much income tax does the resident of Washing- 
ton, D. C., pay ? 

Mr. Ditwec. Well, he pays a regular income tax you and I pay. 

Mr. Zinckr. That’s the Federal income tax. 

Mr. Dirwec. Also pays a sales tax. In many cases, I think, it is 
even on certain items of food. 

Mr. Zincke. Just a minute, please. Let’s stick to taxes. He pays 
local income tax in addition, does he not ? 

Mr. Ditwec. That’s right. 

Mr. Zincxe. And he pays a gasoline tax, does he not? And he pays 
additional tax on Engen does he not? 

Mr. Ditwee. I don’t know whether it is an additional tax on 

cigarettes; I think the tax would be higher. 

“Mr. Zincke. And even where he occupies rental housing, he con- 
tributes to a real-estate tax, does he not? 

Mr. Ditwea. I think so. 

Mr. Zincke. On the basis of rental housing, I assume if you were 
a landlord, it would not be unreasonable to expect to recover your taxes 
as part of your costs? 

Mr. Ditwee. Yes. 

Mr. Zincke. What representation does the resident of Washington- 
ton, D. C. have that is different from the representation of the Canal 
Zone resident ? 

Mr. Ditwec. Well, in the first place, he is in the country and he 
isn’t two or three thousand miles from his home. It is possible for 
him to exercise his voting rights by absentee ballots, where the State 
permits. 

Mr. Zincxke. To the same extent as the resident of the Canal Zone? 

Mr. Ditwee. Oh, no—not to the same extent. 

Mr. Zincxe. On the other hand, he may be 3,000 miles from the 
State of Washington ? 
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Mr. Ditwec. I suppose we could speculate on this. I don’t see 
how you could draw a comparison to somebody in Washington. 

Mr. Zincxe. He has no voice in the imposition of his local income 
tax, does he? 

Mr. Ditwee. Oh, no. He can protest before the District Committee 
in Congress. 

Mr. Zincxke. And he has no voice in the imposition of his local gaso- 
line tax ? 

Mr. Ditwec. I suppose not except as hereinbefore stated. 

Mr. Zrncxe. And he has no voice in the location of his roads, does 
he? And he has no voice in the composition of those roads? 

Mr. Ditwee. That’s right. 

Mr. Zixcxe. That’s all I have, Mr. Chairman. 

Mr. Tumutry. Any of the residents of Washington contribute to the 
cost of foreign embassies that are located there ? 

Mr. Ditwec. No. 

Mr. Tumutry. And there is not a special committee of the House 
which governs the city of Washington? And if the resident of Wash- 
ington ‘Jives in his home State, he may vote? 

Mr. Diuwes. ( ‘ertainly can. 

Mr. Tumutty. And isn’t it true there be constant agitation in the 
system in Washington ? 

Mr. Ditwec. Correct. 

Mr. Garmatz. Thank you, Mr. Dilweg, for appearing. 

Mr. Ditwee. Pleasure. 

Mr. Garmatrz. May I ask you, please, to give your name, and [ take 
it you are speaking with the consent of the president of your group. 
I want this in the record, because there have been certain individuals 
who have requested as low as 30 seconds; and if we start letting in- 
dividuals up here before the committee, we'll be here till the Fourth of 
July. As long as you have the consent of your president, we will be 
more than glad to hear from you. 


STATEMENT OF MRS. FRANCES LONGMORE IN BEHALF OF THE 
UNITED STATES CITIZENS ASSOCIATION, CANAL ZONE 


Mrs. Lonemore. Mr. Chairman, I am Frances Longmore, a depen- 
dent of a Panama Canal employee. I am appearing be fore your sabi 
committee on behalf of the United States Citizens Association of the 
Canal Zone. 

I am also appearing here today as a legal voting resident of the State 
of Washington, with a strong and sincere desire to see the Panama 
Canal continue to be operated by my Government to serve the maritime 
industries of the world. 

The views which I will present today are based not only upon my 
temporarily being present in this locality and therefore interested in 
the problems being consider ed, but are based equally upon my realiza- 

tion that within a few years’ time when my husband retires I will re- 

turn as a permanent resident of the United States proper. From that 
time on I will continue to be fully cognizant of the tremendous impor- 
tance of the Panama Canal to me as an individual—as the vital na- 
tional defense installation which I shall always consider it to be—and 
economically, particularly to the west coast and to the industries of the 
west coast. 
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I wish to express to the chairman and to the other members of the 
subcommittee my gratitude and sincere appreciation for your proven 
interest in matters and problems which are of concern to me and my 
fellow citizens in the Canal Zone. These hearings being held here in 
the Canal Zone are providing all of us a full opportunity to be heard 
and to present our views for your consideration. It is a concrete 
demonstration that our country and our Federal Government most 
certainly has not forgotten us; but on the contrary is interested in us 
and our problems. It is a distinct honor and a privilege to appear 
before you gentlemen. 

My participation in this presentation on behalf of the United 
States Citizens Association will be confined generally to the subject 
of employee services, particularly in regard to some provisions con- 
tained in proposed legislation now pending before your subcommittee. 

I have made every attempt to be extremely brief, in this presenta- 
tion considering the other facts bearing on the same subject which 
have been or will be presented to you by others appearing before this 
committee. 

It is noted that H. R. 7305, H. R. 7393 and H. R. 7564 are very 
similar. For reference purposes I would like to use H. R. 7305. 

Page 5, line 20, now reads: “* * * it (the Panama Canal Corpora- 
tion) shall also operate facilities not used in actual transit; but such 
additional facilities shall be operated in a manner to be self-support- 
ing. In determining whether or not a facility is self-supporting, the 
corporation shall allow as cost the items of overhead, maintenance and 
operation, depreciation, interest on investment, and a proportionate 
share of the net cost of the Canal Zone Government.” 

These “additional facilities” are enumerated in some detail on page 
8, starting with line 9. Our concern is with those facilities which 
render service to the canal’s employees. 

I am not taking time to attempt to justify the fact that these fa- 
cilities are an integral part of the canal. It apparently is not a con- 
troversia lissue as 1t was some years ago. It seems that all are agreed 
now that to have ships put through the canal, these additional fa- 
cilities are necessary and as much an integral part of the operations as 
the waterway itself. 

I would like to suggest, and request, the following amendments: 
(1) ae 5, line 22, an insertion following the word “self-supporting” 
to read: 


excluding those existing to render service to employees of the Panama Canal 
Company and Canal Zone Government. 


(2) Page 6, following line 2, an insertion reading: 


Such additional facilities which exist for the purpose of rendering service to 
employees of the Panama Canal Company and Canal Zone Government shall 
be operated in a manner to be as self-supporting as possible, provided that in 
the sale of goods or services to employees of the Company-Government the cost 
thereof to the employee will in no instance be higher than the cost would be in 
Washington, D. C., for the same or equivalent goods or service, with full con- 
sideration given to quality of goods and efficiency of service. 


I would like to point out here—if I may—that my advocacy of these 
amendments has the effect of putting into effect a price ceiling such 
as Mr. Mailliard and Mr. Dorn were disussing. This does not obvi- 
ate the argument, and the request made concerning Mr. Garmatz’ bill 
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of this other formula also. They are not contradictory in theory, and 
in fact our organization would like to see both passed as legislation. 

My reasons for submitting the foregoing request are simply that 
we Poel that the term “self-supporting” is sufficiently ambiguous as 
to permit an impracticable burden upon employee-servicing facilities, 
and to permit unreasonable costs to be charged to employees. We are 
aware of the current stated policy on the part of the Panama Canal 
officials restricting or limiting the cost of goods and services to 
employees, and the attempt st by the canal to keep such costs within 
reason. We desire that if such is the established policy of the Com- 
pany, that it be confirmed in legislation. I believe all of us are aware 
of the fact that circumstances may arise, and in the not too distant 
future, which under the present wording of this proposed legislation 
would or could logically result in the Company’s being forced to in- 
crease costs to a level far in excess of the cost of living in the United 
States. 

We are asking for a protective clause which we believe is fair and 
equitable, and at the same time one which would permit sufficient 
administrative flexibility as is desired and necessary. 

It is our position that the United States citizens sent here to assist 
in some manner the operation of the Panama Canal on behalf of our 
Nation should be provided with an equivalent basis as far as basic 
salary and cost of living are concerned, with, of course, a tropical 
differential added. It is my further contention that such a policy 
will work to the advantage of not only the employees, but also to the 
employer, the Company-Government, and to the canal’s users, the 
ships which transit, and call at our ports here. 

I feel that the availability, ality and cost of employee services 
determines to a great extent the level of efficiency of the entire or- 
ganization of the Company-Government and the services rendered 
to the maritime industry. An employee who is upset, perturbed, with 
low morale, whether he is here or in the United States, cannot be a 
fully efficient employee nor is he capable of his highest productivity. 
A protective clause such as we request would do much, we believe, 
toward improving and maintaining the necessary standards of morale. 

I also would like to request your subcommittee to give considera- 
tion to substituting the word “shall” for the permissive form “may” 
which is used on pages 8 and 9 of H. R. 7305, with particular em- 
phasis on subparagraphs (a), (b), (c) and (d). This is offered in 
a desire to avoid the extension of any option in these matters in 
the years to come. 

I have one additional suggestion. You are aware that some facil- 
ities are operated by the canal exclusively for non-United States citi- 
zens. We are not at all opposed to our common employer extending 
fully equal and fair treatment to all its employees; in fact we desire 
and support such a policy. My suggestion is in reference to the pro- 
vision on page 3 (referent legislation), starting with line 16, which 
would sieviae that the Republic of Panama would be required to pay 
for the cost of the educating of Panamanians within the Canal Zone. 
These schools at the present time are operated on a Spanish curriculum. 
I cannot quite agree with the principle that Panama be required to 
pay for the operations of an activity over which she has no control 
and in which she has no voice. I do not desire to see Panama given 
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any control over these Canal Zone schools, yet I must be normally 
honest, and if we object to paying for our local government on the 
basis we have no voice in it, that same principle surely applies to 
others. 

I would prefer to see a change whereby the canal, instead of operat- 
ing any of these schools for Panamanian children, the canal would 
transport the children into Panama to attend the Panamanian schools. 
This should result in benefits to all concerned—it would relieve the 
canal from the burden of one employee service with a resulting sav- 
ings in cost to our Government; and at the same time it would enable 
the Panamanian Government to educate its young citizens in a man- 
ner which it deemed appropriate. It would also be in accordance 
with the expressed policy according to the local press of the attitude 
of the Panamanian Government and further her desire to service 
her own citizens to every extent possible, which has been her position 
particularly in the last year or so. 

This concludes my presentation, and I wish to again thank you, Mr. 
Chairman, and each of the committee members for your interest and 
particularly for this privilege of presenting my views for your 
consideration. 

Mr. Auten. Mrs. Longmore, in the matter that you referred to on 
page 2, proposed amendment, is that the amendment to which Mr. 
Mayer ‘indicated his agreement ? 

Mrs. Lonemore. Yes, it is. I was unaware of that at the time 
I prepared my statement. 

Mr. Aten. On page 3, the other amendment—did he agree to that? 

Mrs. Lonemore. It is really the same one. 

Mr. Atten. With reference to the education of Panamanian chil- 
dren, of parents employed by the zone or the Company, did he not 
also argue that that should be a Company expense? 

Mrs. Lonemore. I couldn’t say, sir. 

Mr. Auten. One other question. I am curious to know if you 
have any opinion as to whether the morale in the last 4 years has 
tended to get better, stay even, or go down. 

Mrs. Lonemorr. To some extent, in my personal opinion, I think 
those who had the lowest morale, probably, were the most confident at 
the beginning. A great number of them left early, and the ones that 
are here are striving to make their retirement age, or waiting until they 
can get a sufficient bank account to get out, or they’ve made up their 
mind they should be heard, to appeal to Congress, giving it one more 
last try. On the whole, I would say the basic morale has not improved 
but it has leveled off and it’s less eruptive and vehement, so to speak. 

Mr. Dorn. I have no question. I would just like to state that ’m 
very happy that a woman—not a Canal Zone worker, but a depend- 
ent—testifies before the committee; because their point of view is 
equally important to the point of view of the actual workers. 

Mr. Garmatz. After all, they are the ones who handle the purse 
strings. 

Mr. Auten. Mr. Chairman. Mrs. Longmore, what do you think of 
what Mr. Zincke said in regard to the fact that the resident of Wash- 
ington, D. C., also has no vote? 

Mrs. Lonemorr. Mr. Zincke’s point to Mr. Dilweg, the comparison 
with the Washington, D. C., employee, his paying of taxes and still 
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being denied his direct. vote—the comment I wish to add to that is that 
his situation is still not quite similar to ours in this one regard, par- 
ticularly—is that the man in Washington, if he is unhappy about 
some action on the part of his local government he can go to the 
local press and start a press campaign, having pressure put on in 
that form to obtain corrective action; because if we went to our local 
press and put on a similar press campaign for correction, such could 
be construed as discrediting our Nation’s Government in a foreign 
press and before foreign nationals. 

Mr. Aten. Also true, is it not, Washington residents go to see the 
district committee every day ? 

One other thing: It’s true that in Washington, the owners of real 
estate pay real-estate taxes which pay a part of the cost of the local 
government, and inasmuch as the embassies are all tax-exempt as are 
the Government proper, while those people who occupy them do have 
benefits of all the police, firemen, and other protection, that in that 
sense, the people of Washington do pay a substantial part toward the 
support of the people living in the embassies. That is something we 
don’t have to do down here as yet. 

Mr. Byrne. If you were allowed to build a house here, you wouldn’t 
have any objection to paying real-estate tax, would you? 

Mrs. Longmore. No, I wouldn’t. I could paint it the color I wanted. 
Mr. Garmartz. I just have one question. Talking about the morale— 
whether it’s gone up or down or what. Just wondering what the 

morale will be after we conclude. 

Mrs. Lonemore. From all impressions, it is at a high right now 
due to the hearings. 

Mr. Garmatz. On behalf of the committee, Mrs. Longmore, I want 
to thank you for appearing before the committee. It’s very seldom 
we have a lady appear before our committee. You made a very fine 
presentation. Thank you very much. 

Mrs. Lonemore. Thank you. 

Mr. Zincke. We have one more very brief witness, Mr. Chairman. 

Mr. Garmatz. Will you give your name for the record? As a 
member of the Citizens Associ ition, I judge you appear here with the 
permission of the association and the counsel—is that correct ? 


STATEMENT OF MRS. MARGARET RENNIE, IN BEHALF OF THE 
UNITED STATES CITIZENS ASSOCIATION, CANAL ZONE 


Mrs. Rennie. Yes. My name is Margaret Rennie. I am a depend- 
ent of an employee. I come here representing the United States Citi- 
zens Association. 

As I say, this is going to be more or less informal. I really didn’t 
intend to appear here, but I was asked by our president and our 
counsel. 

These questions came to mind while listening to the testimony 
yesterday. This one question is more or less put to you by the working 
force. 

Mr. Garmatz. May I interrupt you? We are not here to answer 
questions. We are here to get information, not to answer questions. 

Mrs. Rennie. Yes; I realize that. But it is something desirous to 


find out—correct ; and, in other words, it will lead to the ultimate 
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decision, I would say. And we do not have the facilities, I might also 
add, to gain this information, as you gentlemen do. In other words, 
we can’t come up here to this building and just receive this informa- 
tion; in fact, it would be impossible for us to do so. 

Listening to the testimony and so forth, it seems in everybody’s 
mind, we’re seeking the most practical way for the most economical 
way torun the Panama Canal. Then why has the working force of the 
Panama Canal Company-Government been decreased, while the 
administrative or executive forces have been increased? In other 
words, the man who does the work, who protects us—police force, the 
firemen, commissaries, sanitation—the people who operate the Panama 
Canal—they have either been cut back or their jobs have been taken 
over by the local-rate. 

Mr. Garmartz. No reduction in salary? 

Mrs. Rennie. No. Whereas, more and more bureau heads are 
created. In other words, to put it in my language, it seems now that 
we have a lot of chiefs and no Indians. I mean it’s something we’re 
seeking to find out, and, as I say, we have no means of finding this out. 
It’s up to the gentlemen to ask these questions. It come to mind that 
it might be interesting to find out what our working force was in 1937 
or 1940, and what our executive department was, or administrative 
department. Find out what that force is today and find out what 
our executive or administrative department is. 

One other thing that I’d like to speak on is housing, which I’ve 
always been very much interested in; and that is: I wouldn’t want you 
gentlemen io get the wrong conception, and that is that most of us 
paid $47 a month rent, which was a figure stated yesterday. So this 
morning I called the Housing Office and asked them which type of 
house did they have most of down here, in other words. And there isa 
new type down here, which is a duplex, masonry-type quarters, 3-bed- 
room, which rents for $17.50 a week. In a year, we would pay $1,- 
000.80 and now I’m going to drive this point home: In 30 years’ time, 
which is the average time the employee spends down here, I will have 
paid $30,400 for that house. I have the same thinking as Mr. Tu- 
multy: Are we in the real-estate business or in the grocery business, or 
are we here to put the ships through the canal? After I have paid that 
money and I am old, I have to leave the Canal Zone—I may not remain 
here. And I still have to go back to the United States and re-establish 
or make a new home for myself, whereas you people in the United 
States always have a privilege of buying your home. 

That is all I have to take—just a viewpoint that came to mind while 
I was listening, and I certainly thank you. 

Mr. Atten. What kind of houses do people like the best, in your 
judgment—the new-type masonry on the ground or the older type 
with the basement underneath, or the old wood ones, or what kind ? 

Mrs. Rennie. Mr. Allen, of course, there are all kinds of personal 
feelings and so forth but I believe the average employee likes the 
masonry-type house. I, myself, live in an old-type house. But the 
housekeeping problems, you might say, in the new house is at a mini- 
mum compared to the old house. You don’t have the termites, or the 
cockroaches, or things like that that are pretty burdensome to a 
housewife. 

On that same subject, Mr. Allen, was something that people here 
were always pushing for, and that was low-cost housing. We had 
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very little to say about the plans and what the cost of construction 
would be. I happen, as I say, just to be very much interested in hous- 
ing. When I first came here, given some pretty terrific assignments, 
so decided to interest myself in housing. So through the years—I 
worked on the Pacific Civic Council, appointed to the housing com- 
mittee—I would come up to the building here and avail myself of 
the new plans and so forth and make suggestions and always bearing 
in mind that we can’t take these houses with us and that the people 
wanted low-cost housing—which I kept trying to drive home. 

Recently, well not too recently, in ‘olonel (C ‘raig) Smyser’s time, 
engineer here, I had a meeting again about low-cost housing. They 
were putting up more houses at that time. This particular ‘house he 
mentioned that we would have paid over $30,000 when we leave, ask- 
ing if we couldn’t get some other plans drawn up, or if we couldn’t 
get some low-cost housing here. if you have a family of 4 or 5 chil- 
dren—making $5,000 a year or less—and you want to go back to the 
States every once in a while, you find it very difficult to. pay this rent. 
I am not talking for myself, now; I am talking for the average 
employee 

I don’t know whether that answers your question, Mr. Allen, or— 

Mr. Aten. It does to a certain extent. You think employees would 
rather have a cheaper, lower-standard house at a lower rent with the 
idea that they could save a little more money and buy when they go 
home, and put up with greater hardships here in the hope for the 
future. 

Mrs. Rennie. I would say that in our building program, we should 
have considered that point and have built some really low-cost houses 
which could accommodate the people in the lower brackets that can’t 
afford the housing that we have at this particular time. Now, it’s too 
late—in other words we have used up our appropriation, and I don’t 
imagine there will be many more houses built. But that was a point 
that I brought up at the time that the program was in progress—that 
we should have some really low-cost housing to accommodate those 
very people that I mentioned. 

Mr. Van Pett. I would just like to make a statement, Mr. Chairman. 
It seems to me that the counsel representing the Citizens Association 
has again displayed his interest and ability in the way he has chosen 
his well-informed witnesses. 

Mr. Garmatz. You made a statement before, about decrease of the 
workingman and the increase of the so-called white-collar worker. 

Mrs. Rennie. I don’t exactly mean 

Mr. Garmatz. I was wondering—what do you base your informa- 
tion on? 

Mrs. Rennie. I base it on what I read in newspapers. Only the 
other day, I read that—can’t n: a it exactly—that a new bureau head 
was being created down here. I also base it a little bit on the telephone 
hook—that we use a lot down here. You take an old telephone book, 
and you have your Governor’s staff, your personnel bureau, account- 
ing office, engineer, legal staff, comptroller’ s office; and you'll see what 
that consisted of and see what it consists of today. 

Mr. Garmatz. I was just wondering where you receive your infor- 
mation. 

Just one more thought—regarding renting a house over a period of 
years. You pay as much, true; but also in the average city where 
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you’re buying a home over a period of years, and to pay may be $80 
or $90 a month 10 or 12 or 15 years. It is true you own it, but in the 
meantime you must also pay for the upkeep of that home—must pay 
for the painting, repair, and everything that goes into the home. 

Mrs. Rennie. That’s true. 

Mr. Garmartz. It is a lot of expense. And—TI live in what I call 
Tobacco Road—my taxes are almost $400 a year—taxes alone, plus 
the upkeep of your home, plus the cutting of grass. You have ex- 
penses if in Washington—every 4 years we must get our house painted. 
That costs four or five hundred dollars. I mean there are expenses 
beyond just buying a house because your expenses on your home are 
continuous with rent, taxes, and all those other things. 

Mr. Byrne. You have the union painter—not sublet contract. 

Mr. Tumunry. As I gathered from the witness, she’s trying to 
establish this: If she could own her own home, even though she would 
have additional expenses, then when she is ready to leave, the sale of 
that home would give her a nest egg, so she could buy a home in the 
States. But the lack of owning property—which is the essential 
liberty—the inability to own property puts you in a position to not 
only lose freedom, but when you go home, you just don’t have any 
of that capital accumulated which you would have accumulated if 
you could have. Got to give a downpayment on a house in the States. 

Mrs. Rennie. That is correct. 

Mr. Garmatz. Thank you very much, Mrs. Rennie, for appearing. 

Recess until quarter to 2. 

(Whereupon at 12:15 p. m., the hearings were recessed. ) 





AFTERNOON SESSION 


The committee met at 1:45 p. m., in the board room, Administration 
Building, Balboa Heights, C. Z., Hon. Edward A. Garmatz (chair- 
man), presiding 

Mr. Garmatz. Hearing will come to order. The next witness is Mr. 
Tyson. 

Mr. Tyson, will you give your full name and whom you represent, 
for the record ? 


STATEMENT OF WILLIAM S. TYSON, COUNSEL FOR LOCAL NO. 30, 
CANAL ZONE PILOTS, INTERNATIONAL ORGANIZATION OF 
MASTERS, MATES, AND PILOTS; ACCOMPANIED BY CAPT. H. T. 
LONGMORE, PRESIDENT OF LOCAL NO. 30; CAPT. KENNETH C. 
ROSCOE, VICE PRESIDENT; CAPT. W. C. HEARON, SECRETARY; 
CAPT. JULIUS DIETZ, RECORDER; AND CAPT. WILLIAM WALL, 
CANAL ZONE PILOT 


Mr. Tyson. Mr. Chairman and members of the subcommittee, my 
name is William S. Tyson and I am counsel for local No. 30 of the 
Canal Zone Pilots. I am accompanied by Capt. H. T. Longmore, 
president of local No. 30; Capt. Kenneth C. Roscoe, vice president; 
Capt. W. C. Hearon, secretary; and Capt. Julius Dietz, recorder, 
all officers of No. 30. 

Mr. Chairman, I would like to take this opportunity on behalf of 
the Canal Zone Pilots to express to you and the other members of 
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the subcommittee their appreciation for your visit to the Canal Zone 
in order to hear and provide a forum for the expression of views of 
the employees of the Canal Zone Government and the Panama Canal 
Company. Too often in the past, decisions have been made which 
vitally affect the lives and livelihood of United States citizens in the 
Canal Zone without knowledge of their attitude even though it is 
known that they are the people most concerned. It is our feeling that 
this hearing and the information obtained here by the subcommittee 
will be of great assistance in the future to your full committee and 
to the Congress when they are called upon to act on matters affecting 
the Canal Zone. 

I might point out that there are approximately 90 pilots employed 
by the Panama Canal Company. All of these pilots are United States 
citizens. They come from all sections of the continental United States. 
Panama Canal pilots perform a function which is basic to the existence 
of the Panama Canal Company, namely, the transit of vessels through 
the canal. ‘The pilot force is divided about equally, with half of them 
being stationed on the Atlantic side and half on the Pacific side so that 
they will be available for both south and north bound transits of ves- 
sels through the canal. 

In fiseal 1955, 7,997 commercial vessels of 300 tons net or over were 
piloted through the Panama Canal by Panama Canal pilots. In addi- 
tion, they transited many United States Government vessels, including 
naval vessels and smaller commercial vessels. As a result of these 
transits, the Panama Canal Company received $35,126,529 in tolls. 
These figures I teok from the news magazine of the Company. I un- 
derstood that the charges for pilotage through the canal made by the 
Company were several times in excess of the cost to the Company of 
the compensation paid their pilots. 

Local No. 30 has several matters which it wishes to call to the atten- 
tion of the subcommittee. It would also like to request your earnest 
consideration and assistance in finding a solution to some of its 
problems. 

1. Our problems and those of other United States citizens in the 
Canal Zone are numerous and we will not dwell on all of them but 
would like to endorse H. R. 6917, the Garmatz bill, and would also 
like to endorse any action on the Sullivan-Dorn bills the subcommittee 
deems appropriate which will serve to relieve the inequitable burden 
placed upon employees through cost of goods and services sold to them 
by their employer. 

The pilots also favor employee representation on the Board of Di- 
rectors of the Company and feel that many of the problems of so much 
concern to them would be solved more easily with such representation. 

We'd be fully satisfied to go along with Mr. Allen’s suggestion of 
yesterday that some mention be made in the committee reports to take 
acount of that recommendation, not necessarily spell it out in the law, 
but to assure that consideration is given to including an employee rep- 
resentative on the Board. 

2. The pilots would like to make it clear that they feel the present 
Governor-President has a much better grasp and awareness of the 
problems of his employees than many of his predecessors. ‘Chey ap- 
preciate his efforts to make a success of the Company and offer to him 
and his administration their full cooperation. Foremost, of course, in 
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the minds of all pilots is a record of safe transits through the canal. 
I think it is clear from the record of the past that they have made an 
invaluable contribution to the Company’s record in this regard. And 
they certainly will continue to exert every effort to continue that 
record. 

Local No. 30 urges that adequate compensation be paid the Gov- 
ernor-President, whether it be $22,500, as proposed in H. R. 7305, H. R. 
7564, and H. R. 7393, or a greater amount. They think his chief as- 
sistants should also be adequately compensated. Any company with a 
$300-million investment can ill afford to underpay those who are 
primarily responsible for its success. Such a policy is actually false 
economy and we favor its remedy through adequate salaries to mana- 
gerial personnel. 

3. The pilots would not at this time favor a transfer of the Company 
to the Department of Commerce as proposed in H. R. 7305, H. R. 7564, 
and H. R. 7393. They do not think there has been enough experience 
with the present organization setup since the passage of the 1950 act 
to justify a change now. 

And further, Mr. Chairman, we feel that if the transfer is to 
be made, that the Commerce Department is not the place to trans- 
fer this organization to. We oppose the transfer now because of lack 
of experience. We are against putting it into the Commerce De- 
partment. We think the Interior Department has much more ex- 
perience in handling a situation like you have here than the Commerce 
Department. 

Furthermore, the Defense Department, in which this organization 
is placed at the present, does have experience in administering posses- 
sions held by treaty. For instance, in Morocco, Bermuda, and other 
places, they do have experience of that kind. We think it would be 
a mistake, with no more experience than it has, to move this organiza- 
tion into the Department of Commerce. 

4, There is one provision in H. R. 7305 which also appears in H. R. 
7564 and H. R. 7393 that is of prime interest to local No. 30. This 
provision appears in section 248 (b) (5) on page 6, line 18. In con- 
fers upon the corporation the authority among other things to appoint 
employees and to fix their compensation. This provision would have 
the a of repealing section 202 (8) of the Classification Act of 1949 
(5 U.S. C. 1082 (8)) which provides that the compensation of officers 
and members of the crews of vessels shall be fixed in accordance with 
prevailing rates and practices in the maritime industry. This man- 
date of the Congress providing that the pilots be paid in accordance 
with rates and practices in the maritime industry is the present re- 
quired method of compensating the pilots. They consider its preser- 

vation of major importance to their well-being. For this reason it 

is requested that these bills be amended to reflect the present law. 
We shall be pleased to submit an amendment to the subcommittee 
which would accomplish this purpose. 

In connection with the compensation of pilots, it should be pointed 
out to the subcommittee that they are the only group of United States 
citizen employees of the Company who do not receive the 25-percent 
differential over rates paid in the continental United States. That has 
been mentioned here earlier in testimony, and the rates these people 
are paid do not include the 25-percent differential, as in the case with 
other citizen employees here in the Canal Zone. 
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It is suggested that the word “may” in section 249 (a) be changed 
to “shall.” It would seem that the purpose of the corporation could 
become useless unless it is directed to maintain and operate the Pan- 
— Canal which is the reason for its existence. 

It is the considered view of local No. 30 that there should be con- 
cana operation of a railroad across the Isthmus of Panama. The 
pilots make frequent official and other use of the railroad. That’s the 
way they come back from their transits of the canal, in a large number 
of cases. They favor an adequate transportation sy stem on the 
isthmus. It it is necessary to modernize the railroad in order to put 
it on a paying basis, they would advocate such modernization. 

A matter of great importance to Panama Canal pilots is the es- 
tablishment of a fair procedure for handling grievances. It is in- 
evitable in the transit of such a large number of vessels through the 
hazardous waters of the canal that some accidents should occur. Since 
the pilot is in charge of navigating vessels through these waters, his 
record and his professional reputation and in many instances his job 
itself is at stake when an accident occurs. It is all too easy for non- 
experts in pilotage to summarily put the blame on the pilot for any 
and all accidents. A few recent cases have clearly brought forth the 
unfairness and shortcomings of the present grievance procedure uti- 
lized by the Company in handling these ac cident cases. 

In the first place, the rules governing the procedure are not avail- 
able in printed form for the pilots to see. Moreover, in one recent 
case changes were made in the procedure after the accident had hap- 
pened, and the pilot after elongated correspondence had great diffi 
culty in ascertaining what his rights actually were. 

In the second place, the board which investigates and hears the 
grievance is composed of superiors of the men whose actions are in- 
volved and the members of the board are not experts in pilotage in 
Panama Canal waters. 

In the third place, the procedure for taking an appeal from the 
action of the board has not been spelled out. The nature of the appeal 
process including entitlement to a formal hearing with witnesses on 
such an appeal | has never been fully clarified. The whole procedure 
in my opinion is totally inadequate and deficient for dealing with 
matters of such importance to the record and future of the pilots. The 
tests used in determining culpability of pilots are in my opinion un- 
sound and the method of presenting and passing upon the evidence 
is not in accord with fair administrative or judicial process to which 
these employees are entitled. In other words, the tests used do not 
seem to be the tests used by the courts in many cases with respect to 
mistakes and faults of professional persons vaeh as lawyers and 
doctors. 

It is respectfully suggested that the Company could greatly improve 
the morale of one segment of its employees if it would institute and 
eer employ a proper and fair grievance procedure for its pilots. 

An item of importance to the pilots which is not before your com- 
mittee but before the Post Office and Civil Service Committee of the 
House of Representatives 1 is H. R. 3946, introduced by Representative 

Shelley, of California. Mr. Chairman, I understood we were free to 
bring in other things that might be of concern. This bill would 
amend the Civil Service Retirement Act to confer upon Panama Canal 
pilots the same retirement benefits now received by other Government 
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personnel engaged in hazardous or investigative occupations, and | 
might say upon foreign-service personnel of the State Department. 
It would permit retirement after 20 years of service if the pilot has 
reached the age of 50. It must be remembered that the approximately 
10 years of sea and other service required to obtain a Panama Canal 
pilot’s job has led to an average entrance age of 35 for these jobs. The 
health hazards of the Tropics including in the case of pilots constant 
and long exposure to the glare and heat of the tropical sun as well as 
the otler elements vitally affects their life span. And I might say, 
Mr. Chairman, that within the last 2 years, 2 of the officers of local 
No. 30 have had skin cancer. The frequent incidence of skin cancer 
and other debilitating illnesses of the Tropics are quite apparent in 
their case. The hazards of boarding and disembarking from all types 
of vessels in rough waters, up and down high, swinging rope ladders, 
has resulted in many serious injuries. 

Local No. 30 would deeply appreciate any assistance that the mem- 
bers of this subcommittee could give in achieving approval of H. R. 
3946 by the Congress. 

Mr. Tumutury. I happen to be a member of the Civil Service Com- 
mittee also; you have a friend on your side now. And, by the way, the 
pilots placing their case—on this business before the Congress—they 
have no opposition to any improvement in their retirement system, 
so should be worked out. 

Mr. Tyson. One final matter which the pilots would like to call 
to the attention of this subcommittee concerns not themselves but the 
naval officers who are their superiors, namely the Marine Director of 
the Company and the two Port Captains at Balboa and Cristobal. 
The compensation of these officers has been limited by the Congress 
and is completely out of line with the responsibilities of their posi- 
tions. Furthermore, it is not sufficiently in excess of the compensation 
of their subordinates to provide a proper differential. It is respect- 
fully recommended that the Congress permit these officials to receive 
salaries commensurate with their rank and duties with the Company. 
The situation there—the Marine Director, the Port Captains, are the 
supervisors of the 90 pilots and I understand they make not as much 
or maybe sometimes less than their subordinates, which you can see 
from the morale standpoint is not good. I understand also that that 
is the result of some action the Appropriations Committee took some 
years ago. I’m not entirely clear on that. 

In conclusion, Mr. Chairman, may we express the hope that this 
subcommittee can be of aid in the matters which we have called to 
your attention. We think these hearings have exemplified the demo- 
cratic process in the Canal Zone and we believe these proceedings 
will linger long in the memory of all employees on the isthmus. For 
this achievement, Mr. Chairman, your subcommittee is due full credit. 
We wish again to thank each member and the staff for making this 
trip and permitting the pilots and other employees the privilege of 
placing their views before the Congress. 

Thank you very much, and we will, of course, try to answer any 
questions you gentlemen might have. 

Mr. Garmatz. Mr. Tyson, you think you're in position to have, or 
would you rather have, some of your captains who are present—or do 
they have a separate statement ? 
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Mr. Tyson. No, they have no separate statement. But since 
sure you could ask some questions. 

Mr. Byrne. Mr. Tyson, these pilots, when they’re recruited from 
different States, naturally they have to have experience, at least 10 
years at sea ? 

Mr. Tyson. The experience, I understand, accumulates; the appren- 
ticeship and the sea experience and other experience is 10 years. 

Mr. Byrne. What would their salaries be in the States compared 
to down here ? 

Mr. Tyson. The salaries in the States—masters of vessels, to which 
we think they should be compared—are set in the maritime agreements 
on the east coast between the International Organization of Masters, 
Mates, and Pilots and the shipping companies, and there are separate 
agreements for the Pacific coast. The rates which they are paid here 
are derived from the rates for masters of vessels. That is the way their 
pay is derived now. Captain Longmore can explain that. 

Captain Lonemore. That is correct. 

Mr. Byrne. Wouldn’t it be possible for a pilot to be making, say, 
$10,000 to $12,000 in the States and come down and start on probation- 
| for $6,500 or $7,000 ? 

Captain Lonemorr. The rate for apprentices down here at the 
present time is $8,105. That is the first 6 months he is here. Then 
it goes along a sliding scale for a probationary period of a year, and 
that is $9,263. What we call qualified work, $11,579—until we get up 
to top rate, after 714 years as a qualified pilot. 

Mr. Dorn. What's that amount ‘ 

Captain Lonemore. $13,636 at the present time. Overtime is after 
40 hours. Our overtime is based on the 40-hour week; any transit 
hours over 40 are paid for at overtime rates. 

Mr. Byrne. Would accidents be greater after hours, say, with over- 
time ? 

Captain Lonemore. Well, I wouldn’t say so necessarily—no. I don’t 
think that has any bearing. 

Mr. Byrne. You spoke about accidents. How do these accidents 
occur ¢ 

Captain Lonemore. For many, many different reasons. 

Mr. Byrne. Mule driver—? 

Captain Lonemore. Y es, sir; that’s possible too. May be the fault 
of the ship—steering gears, or engine’s movement. Any number of 
circumstances could cause an accident—ship at close qui irters. 

Mr. Byrne. Are you entitled to counsel at these hearings when you 
have an accident—witnesses ? 

Captain Lonemore. We have our own counsel—one from the pilots’ 
association—our witnesses, yes, sir. 

Mr. Byrne. Who are the members of the board who hear these 
cases ? 

Captain Lonemore. Three Navy captains, two Port Captains, an- 
other Navy captain from the Atlantic side, and the Industrial 
Bureau-—head of Industrial Bureau. 

Mr. Tumutry. On page 3, Mr. Tyson, of the transcript of your 
testimony, wherein you “endorse any action . . . the subcommittee 
deems appropriate which will serve to relieve the inequitable burden 
placed upon employees through cost of goods and services sold (to 
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them) by their employer,” you stated that since the matter had been 
gone into, you didn’t feel it needed elaboration. The question I put 
to you is: However, there is an inequitable burden placed upon em- 
ployees—that’s a fact, isn’t it? 

Mr. Tyson. Yes. 

Mr. Tumutry. So that although you don’t elaborate, you agree with 
the testimony of the others, that is placed upon employees through 
the cost of services and goods sold them by the Company ? 

Mr. Tyson. Yes. 

Mr. Tumutry. On page 5—turning to what Mr. Byrne has entered 
into—I see here that you say, “in the first place, the rules governin 
the procedure are not available in printed form for the pilots to see.” 

Mr. Tyson. Now, this happened in one particular case—there was 
an accident on February 10, 1955, and the procedure which had to be 
gone through in order to adjudicate the matter to determine whose 
fault it was, and so forth, was started. The attorney for the pilot 
thought that he followed the regular personnel procedure outlined in 
the personnel manual of the Company for its employees. In trying to 
carry out that procedure, he demanded certain things and he got a 
letter back saying that that procedure did not govern the pilots, that 
the procedure governing the pilots was different. And the procedure 
outlined in the letter that was sent to that attorney was supposed to 
be the procedure which would govern the pilot. That was news to 
them, and I understand, a change had been made in the grievance pro- 
cedure after the accident had occurred, which they thought was unfair. 

Mr. Tumutry. How does a pilot know what he is supposed to do? 

Mr. Tyson. I don’t think he does, sir. 

Mr. Tumutrty. So that the pilots now have the responsibility of get- 
ting these ships through the canal but there’s no prescribed set of rules 
which tells them what they must do or what they must avoid? 

Mr. Tyson. The only thing which I have seen is that letter. 

Mr. Tumutty. Who signed that letter ? 

Mr. Tyson. That was signed by the personnel director of the Com- 
pany, and there was a second letter by—I can’t remember who—but 
those two letters, even though they described the first part of the proc- 
ess, did not go into detail as to what his rights were on appeal. 

Mr. Tumutry. I mean even before the appeal, A pilot starts to 
take a ship through; as he proceeds, how does he know that he is doing 
the right thing? 

Mr. Atien. Are you asking about navigation or 

Mr. Tumutry. I am asking, first of all, how does a pilot know what 
his duties are before appeal—that’s a purely procedural thing. Put a 
pilot on a ship, an accident happens. Now, he has performed what he 
thinks is the right thing for him todo. How is he sure? Does he have 
any set of regulations ? 

Mr. Tyson. Of course, he has a job description. 

Mr. Tumutry. You and I as lawyers know we have certain rules 
to follow representing clients. There are certain fundamental rules. 
[ assume some of them develop from experience—but has the Company 
ever spelled them out ? 

Mr. Tyson. That I haven’t been able to find if they have. 

Captain Lonemorr. Well, when we have an accident—we carry 
radios in the ships, to notify the port captain’s office. 
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Mr. Tumuttry. How do you know you are supposed to do that? 

Captain Lonemore. We have a certain method to go by. 

Mr. Tumuuty. Who prescribed the method ? 

Captain Lonemore. The marine director. 

Mr. Tumutry. Are they oral orders, or it is a practice ? 

Captain Lonemorg. A practice that has grown up. And we notify 
the port captain’s office ; so they call for an investigation. These three 
port captains and—not the pilots themselves. 

Mr. ‘Tumutry. Have any one of those three men ever taken a ship 
through ? 

Captain Lonemore. Not to my knowledge. So we get down there, 
bring up the parties involved, hold investigations and find out who was 
at fault. 

Mr. Tumutry. How do they tell you you’re at fault when you don’t 
know? Aren’t you more or less at the mercy of what these men decide? 
But your main concern is not with taking the ship through; you all 
know that pretty well. Your main concern is when you get involved 
in an accident, you have no procedure publicized and set forth notify- 
ing you and the complainant step by step of what’s going to happen 
and how you should act ? 

Captain Lonemore. That’s right. And we feel there should be an 
experienced man on the greivance board. 

Mr. Tumutry. Suppose you get involved in an accident. You make 
the report. What happens next? You come before any body ? 

Captain Lonemore. Yes; we come before these three port captains; 
they have an investigation. 

Mr. Tumutry. They do the investigating. They do the judging, 
the sentencing ? 

Captain Lonemore. Sentencing. 

Mr. Tumutry. Now, while this proceeding is going on, what steps 
are taken or are you able to take to make certain that conditions on 
- ship are preserved in the event 

Captain Lonemore. We haven’t any way of doing any—— 

Mr. Tumuty. Two-thirds of these ships are foreign ships; so 
that a ship like that is liable to easily—Whose responsibility is it 
to see to it that the pilots have their rights preserved ? 

Captain Lonemore. Well, personally, we think it’s the marine 
director. He’s experienced. 

Mr. ‘Tumuttry. Have you ever told him that you feel rules and pro- 
cedure should be set forth ¢ 

Captain Lonemore. That’s right. We have a case here this win- 
ter—went through all kind of appeals. We even took it to the Gover- 
nor, in fact. 

Mr. Tumutry. I don’t want to prolong this discussion, but as a 
lawyer I know how dangerous that situation is for anybody to be in. 

Just one other question. 

Mr. Dorn. Would the gentleman yield? Have you ever gotten up 
rules of procedure which you think should be followed ? 

Captain Lonemorr. Yes, we have; I mean we’ve—as far as transit- 
ing vessels - concerned, a pilot’s handbook has been gotten up. 

Mr. Dorn. No. I’m refer ring to a rules of procedure after an acci- 
dent case and ¢ a pilot is on trial as to whether he was negligent or not. 
Have you ever gotten up rules of procedure or suggested rules of 
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procedure which should be followed which would be fair to the pilots 
and fair to the canal? 

Captain Lonemore. No; that is strictly up to these three port cap- 
tains. 

Mr. Dorn. You are suggesting change; don’t you think you should 
have also suggested rules to follow which you think would be fair, 
which the canal could follow, if you had them; which in turn we 
could recommend to the canal if we had them, and we thought in turn 
that they were fair ? 

Captain Lonemore. Yes, I certainly do. 

Mr. Dorn. Have youever gotten up such a thing ? 

Captain Lonemorg. No; because they have never had the oppor- 
tunity. The whole procedure is strictly up to the three port captains. 
We'd like to have the board changed. We have worked on procedures 
in the past but never reached complete agreement. 

Mr. Dorn. Do you think in due course you could get up some of 
these rules, insert it in this place in the record—in due course, before 
these hearings are printed / 

Captain Lonemore. Certainly; I certainly think we could. 

Mr. Tyson. I would like to say this in answer to Mr. Dorn: We 
have recently written the Governor—in September—about this pro- 
cedure. Also we have found that on the continental United States, 
the State pilots—the way their grievances are handled is by a method 
which we think is satisfactory. There the Coast Guard has entered 
into an agreement to accept the findings of the State board. When 
they do, the Coast Guard goes through the investigative process; they 
seid the investigation report to the States’ Pilots Association in Wash- 
ington, D. C. Captain Delano, of that association then sends it to 
the State board in the State where the accident occurred. The State 
board has one pilot on it, and the State board hears and makes find- 
ings. It so happens that there has never been a case since that proce- 
dure was set up in 1944 where the Coast Guard has not accepted the 
findings made by that board. 

Now, we think the success of that procedure is due in part to the 
presence on the board of an expert in piloting; and we think that’s 
one of the necessities here in this process. 

Mr. Tumutry. To resume, Mr. Tyson—right now, we might s 
honestly there is no procedure. It is subject to whim—not saying 
_ whim is used, but it is subject to whim and caprice. Is that a fair 

tatement to you? We’re in the dark. 

Now, what happens to a pilot when the investigation is completed ? 
What happens to him? 

Mr. Tyson. Well, in some instances there have been suspensions 
without pay. One of the main things that the pilot is worried about— 
and we think it should also be a worry to the Company—is the placing 
in his record of a finding that he has been negligent. Now, we think 
and the pilot thinks that his whole future may be affected by placing 
in his personnel folder a finding which has been made by nonexperts 
in piloting 

Mr. Tumutty. These men—would you agree with me that it isn’t 
good practice to have investigators sit as judges? 

Mr. Tyson. Certainly. 

Mr. Tumutry. Difficult for them ? 

Mr. Tyson. And the superiors, we also think that is faulty. 
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Mr. Tumoutry. Allright. Now, you have suggested that the Coast 
Guard procedure be followed that you outlined. You do have that 
suggestion to offer. I take it, therefore, you would recommend that 
if this grievance board is set up, there ought to be either one of the 
pilots—or, if not one from here, one who has had experience—on 
that board. 

Mr. Tyson. Yes. 

Mr. Tumutry. If this “negligence” is put into the man’s record, 
how does that place the Company in relation to the complaining party ¢ 

Mr. Tyson. That was one of the arguments that I made to the Gov- 
ernor, that adequate procedure would ‘protect not only the pilot but the 
Company ; because the Company assures shipping interests that they 
will give them safe conduct or safe transits for their vessels. And 
then, « on the other hand, they sit over here characterizing their pilots 
as negligent. 

Mr. Tumutry. Characterizing their own agency. Couldn’t those 
records be available to the companies if they subpenaed them in a 
court ¢ 

Mr. Tyson. I imagine. I’m not sure about personnel files. 

Mr. Tumutty. There’s—we won’t argue the point, but nonetheless 
they are actually admitting that the pilot has been called negligent. 
They can’t sue the Canal Zone; they’ve got their own case made out 
in the canal files, haven’t they ? 

Mr. Tyson. Seems to me they have. 

Mr. Tumutty. Does this Canal Zone Company have counsel ? 

Mr. Tyson. Well, they’re fighting me in court mighty hard. I think 
they’ve got 6 or 7 lawyers. 

Mr. Tumutry. Well, I wouldn’t—— 

Mr. Tyson. Yes, I am sure they do. 

Mr. Tumutry. That’s all I was interested in—this procedure. But 
from what you have stated, anybody familiar with the law can realize 
that there should be a grievance procedure spelled out, and the files 
should be kept confidential. Have men been discharged that you 
know, men who claimed they are innocent? 

Captain Lonemore. Yes. 

Mr. Tumuuty. And es have no form of redress? 

Captain Lonemore. I’d forgotten all about Mr. Dorn—I am sorry. 
A couple of years ago I was over on the Atlantic side, got together 
with Captain Parsons and we drew up a set of working conditions and 
procedures, more or less, as to how things should be handled. And 
we took them over to the marine director over 2 years ago. Time 
after time we asked about them and were told that the legal depart- 
ment was working them over. 

Mr. Dorn. Would you still have copies of that? Id appreciate if 
you could so we could make it a part of the record. : 

Captain Lonamore. We will get them for you. 

Mr. Auten. Mr. Chairman. You got me confused, Mr. Tyson. 
On this statement on page 4 with regard to a provision which “would 
have the effect of repealing section 202 (8) of the Classification Act 
of 1949” and so forth, it seems to me I have read not too long ago that 
when the reorganization was effected and the Panama Canal C ompany 
set up, that one legal effect was that the employees of the Canal Com- 
pany were no longer employees of the Government of the United States 
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directly and therefore not within the provisions of the Classification 
Act. Isthat true or not? 

Mr. Tyson. Congressman, I can understand your confusion, but it’s 

a very confusing question. I'll do my best to explain it: a suit was 
brought by some pilots in the Court of Claims in Washington for 
back wages and overtime for the period from 1945 on. In the Court of 
Claims, the Justice Department had asked for dismissal of the case 
on the grounds that this was a suit against the United States and that 
these people were not employees of the United States. The Court of 
Claims, in June 1953, ruled that pilots were not employees of the 
United States after June 30, 1951, in the sense in which that suit was 
brought. It’s perfectly clear, however, that they are Federal em- 
»loyees in other senses because they are under the Federal Employees 
Vorkmen’s Compensation Act, they get the Federal insurance bene- 
fits, they are under the Federal Retirement Act; and so even though 
this Company is a Federal corporation, that whenever Congress 
brings these people with the ambit of a particular statute they are 
Federal employees and entitled to the benefit of that statutory divi- 
sion. That’s the way it looks to me. 

Mr. Aten. Doesn’t it follow then that, until some legislation is 
passed which gives them a status as employees, they are employees at 
the will of the management of the Government corporation ? 

Mr. Tyson. That is true with respect to the situation where they are 
not protected by a congressional enactment. This situation here arises 
from the Classification Act of 1949, which was passed before the Com- 
pany came into being. The Civil Service Commission, the General 
Accounting Office, and now the court—United States district court 
here in Panama—have ruled that the pilots are entitled to the bene- 
fits of section 202 (8) of the Classification Act of 1949 now. And 
I think they are right; as a matter of fact, I argued to that effect for 50 
pages in a brief. 

Mr. Tumutry. Do the pilots sign the affidavits required by Federal 
statutes? 

Mr. Tyson. They sign the affidavits. 

Mr. Tumuttry. That act was passed in a year before they were under 
the reorganization here. Do they sign an affidavit just as every other 
Federal employee, since the Canal Zone employees were included by 
name—we passed that this year? So it may [ that that act may have 
to be perfected. 

Mr. Tyson. It may be. 

Mr. Auten. Put my question this way : Can you point to any positive 
provision of law which says that a pilot or any other employee of the 
Canal Company has a tenure of position that cannot be terminated by 
decision of the Governor ? 

Mr. Tyson. No—nothing other than if they have veteran’s status; 
under the Veterans Preference Act, they can appeal to the Civil Service 

Jommission if they are threatened with being fired. 

Mr. Auten. They may get fired eventually. Doesn’t that follow, 
then, that there’s quite a possibility that until we give the basic tenure 
of employment and the provisions for dismissal with procedure for 
appeal and a fixed procedural right as to all Company employees, the 
rules or regulations with regard to these pilot cases might be just a rule 
voluntarily accepted by the Governor but not binding upon him? 
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Mr. Tyson. I think I can only speak for the pilots. I think the 
pilots are in a different situation as to pay rates. As a matter of 
fact, I am sure they are in a different situation—legally—because 
of the provisions of the Classification Act of 1949 and section 202 (8) 
of that act—the legislative history of that section and so on and so 
forth. 

Mr. Auten. Just one other question. Talking about negligence 
and accidents, how many accidents were there in the 8,000 transits 
last year ? 

Captain Lonemore. I couldn’t give you that offhand. 

Mr. Garmatz. Could you for the record ? 

Captain Lonemore. Yes; I can. 

Mr. ALLEN. Five or ten? 

Captain Lonenmore. I’d say more than that, possibly; a very low 
percentage anyway. 

Mr. Dorn. I am very much interested, Mr. Tyson, in part of your 
statement here with reference to 20-year retirement. I wonder if you 
could discuss a little bit what the retirement procedure is now under 
the law for the pilots. 

Mr. Tyson. As best I can, Congressman. I’m not an expert on 
the Civil Service Retirement Act, but it is my understanding, having 
been a former Federal employee, that 62 is the voluntary retirement 
age and that you have to retire at 70, as I understand. ‘However, if 
you’re disabled before 62 and have had 5 years’ service, I think you 
can draw disability compensation. 

Mr. Dorn. Then it is the same for the pilots as it is for all other 
civil-service employees. 

Mr. Tyson. That is my understanding. 

Mr. Dorn. So then it is the same for pilots as it is for all other 
employees on the Zone. 

Mr. Tyson. I think so. 

Mr. Dorn. Don’t you think that, for the most part, many of the 
discomfiting factors of the job which render them “old before their 
time” apply also to the other employees in the Zone? 

Mr. Tyson. I certainly do. But the difficulty—I can’t speak for 
them; I only represent the pilots. 

Mr. Dorn. Let’s try for a minute. You say here “the health haz- 
ards of the Tropics.” Well, of course, that applies to the pilots as 
well as to the other people in the Zone; does it not? 

Mr. Tyson. Not to the extent, Congressman, of the constant ex- 
posure to the sun. 

Mr. Dorn. It is the same heat that the pilots have. 

Mr. Tyson. Yes, sir; but there are lots of people that work indoors. 

Mr. Dorn. That makes it hotter. 

Mr. Tyson. It isn’t the heat that causes the damage, as I under- 
stand it; it’s the direct rays of the sun. 

Mr. Dorn. In talking to the residents of the Zone, they have also 
complained about skin cancer among many of them who are not 
pilots. Do you know anything about that? 

Mr. Tyson. We have a captain here—Captain Wall, Capt. William 
Wall, Panama Canal Company pilot, former president of the pilots— 
and he probably is more familiar with the health question than I am. 

Mr. Dorn. Captain, don’t you think that the same debilitating ef- 
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fects of the climate are apparent for all the workers of the Zone as 
well as the pilots? 

Captain WatL. No, sir; I don’t. 

Mr. Dorn. You don’t think, then, a 20-year retirement should go for 
all the workers of the Zone? 

Captain Watt. I wouldn’t go that far. Asa pilot I am not always 
familiar with the work of the other employees. It may be that there 
are certain other classifications—I do feel the pilots do. 

Mr. Dorn. The point I am trying to make is that the debilitating 
effect of this climate do—just the debilitat ing effects of it—do necessi- 
va a 20-year retirement for all. 

Captain Watt. It could possibly, but it definitely applies to pilots 
because the debilitating effects on piloting are exaggerated due to 
long, long hours st: anding on the bridge of a ship, ‘and the major 
cause of skin cancer—I have some myself—is primarily the terrific 
glare of the sun on the ocean— on the lake—which reflects back, to 
the effect that most of us use colorless lipstick to protect our mouths. 
We have had men with pieces cut out of their face. 

And we are also handicapped along the line of your question, Mr. 
Congressman. A pilot, to qualify down here, spends a minimum of 
about 15 years’ service at sea before qualification. Few other posi- 
tions on the canal make the age limits so high. As has been stated 
here before, the average age limit of a pilot entering is 35 years, 
whereas practically every other position in the canal can be entered 
into and worked up to at the age of, say, 23, 24, when a boy graduates 
from college or from high sc hool. Therefore, under the present retire- 
ment scheme, a young man graduating from college and making a 

career of the Panama Canal can have 30 years’ service in, while a rela- 
tively young man can voluntarily retire. A pilot cannot, because at 
the age of 35, he can’t even get —— 

Mr. Dorn. Are there any other civil-service pilots in the United 
States ? 

Captain Watt. Yes, there are a few, but they are not of quite the 
importance as here. Their duties—ours are not similar, Mr. Con- 
gressman. For instance, we have Navy yard pilots. A Navy yard 
pilot may sit around for a week doing nothing because there are no 
ships moving. And down here—the pilot’s duty hours are almost con- 
tinuous work. Our duty hours are such that we’re constantly piloting, 
constantly on the move. Our hours of work, although no greater 
than other employees, are so uncertain, so unsure, that sometimes 
they'll extend to 24 hours, 14 to 15 being a good average day. It’s not 
so much the number of hours that we work, but work them under such 
extraordinary conditions. As an example, last week, I slept away 
every other night. And as I say, the effects of—the terrible enervating 
effects of the sun has always and always will be exaggerated by the 
back-glare from the water in the same manner that ordinary panes 
of glass can set fire to a sheet of paper. Wherea: a great 
many of the employees are relatively protected by working under- 
cover—not all of them. 

Mr. Dorn. Then I take it that you and the pilots in general feel 
that 20-year retirement should only apply to the pilots and perhaps 
“a strenuous activities and not to the people in general on the Zone? 

Captain Wa... Now, you are nailing me down to—let me put it 
this way, Mr. Congressman: I believe that the pilots, whose work 
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I’m familiar with, should have it, but that doesn’t necessarily mean 
that there’d be any objections to perhaps other employees of the same 
qualifications in a different way to that retirement. I wouldn’t want 
to be on record as saying that this oat or that employee doesn’t 
rate such a thing. It isn’t my place; I don’t have that kind of 
knowledge. 

And, [ might also—in the discussion here—if the chairman would 
permit me—we were speaking a moment ago on the hearings. I 
was assigned to the office for 3 years, during “which period I revised 
the rules and regulations covering the whole canal. Among other 
things, I rewrote the Pilot’s Handbook, which probably clarified— 
and I also revised the rules governing investigation. 

Mr. Tumutry. You agree with what Mr. Tyson says? 

Captain Wat. Yes, I agree, certainly. Of course, insofar as ask- 
ing—a pilot down here in a peculiar situation, that no one, even the 
Governor 

Mr. Tumuvtry. Is he not in command of the ship ? 

Captain Wau. Exactly. But the man—that is common, world- 
wide—cannot be given a direct order. It must be made in a form of a 
suggestion. This, puts us in double jeopardy in the canal. If the port 

captain definitely give me an order to cross the lock—but in doing 

so, if ; wreck the ship or do damage, when the investigation is held 
I can be held guilty of negligence, in it was my bounden duty to 
disobey it. 

Mr. Tumutry. Then you are damned if you do and damned if you 
don’t. That would ery out for a procedure which would correct such 
position. You could be brought up for insubordination. 

Captain Watt. We have had pilots—we had a case a few years 
ago— —_ 

Mr. Garmarz. I think we should confine ourselves. If we do not, 
the record will show that there is nothing but accidents. 

Captain Wai. We can be held for disobeying the order, of course. 
We have had pilots held; they have been criticized in a letter placed 
on the file—that we deliberately obey the order and hurt the ship. We 

can be held at fault and guilty of negligence or of omission. A ship 

‘an go completely dead in the cut—no fault of ours, yet if we forge 
that we have a stern anchor or fail to drop, we are then guilty of 
negligence under the present procedure—if we forget any little thing 
that might mitigate the accident. And as stated before here, I’d lik 
to point out to this committee that we have had cases where pilots are 
baleen these investigating boards, were found guilty of negligence 
and a letter placed in the file and the following morning assigned 
to the large ships that needed the finest type of pilots available. 

| Mr. MaAtiirarp. Just to straighten it out in my own mind, on page 
2, Mr. Tyson, you give a figure as the total take in tolls, and then you 

say, “I underst: and the charges for pilot ige * * * several times in 
excess of the * * * pilots.” They don’t charge piloting separate, too? 

Mr. Tyson. No; the allocation which is made for pilotage is in 
excess of the costs of compensation of the pilots, in dividing up the 
charges made. 

Mr. Mariutarp. Dothey do that? 

Mr. Tyson. That’s in the record of some documents I saw some 
time ago. 

Mr. Mariurarp. Is that figure available? 
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Mr. Tyson. I don’t have it. I got it by looking at some papers 
which I saw about a year ago in a court case. 

Mr. Maruiarp. There is no charge for pilotage as such through 
the canal? 

Mr. Tyson. That would be an internal figure. 

Mr. Maru1arp. They do charge for pilotage to the docks in the 
ports, but there is no separate charge for pilotage through the canal? 

Captain Lonemore. Yes; you’re correct. The charge is port charge, 
dockage and harborage and so forth, but it is all included in the tolls— 
I mean going through the canal; the charge for pilotage is included 
in the tolls. 

Mr. Van Petr. Just one question, Mr. Chairman. On page 5, chap- 
ter 6—‘“It is the considered view of Local No. 30 that there should 
be continued operation of a railroad * * *.” I was just wondering 
could you elaborate on that a little bit more? 

Mr. Tyson. Congressman, in stating that, I was stating what the 
pilots had informed me; and I think probably it might be well for 
Captain Longmore to answer that, because they're the ones that use it. 

Captain Lonemore. I think we use the railroad as much or more so 
probably than any other employees in the Canal Zone. So therefore 
we do not like to see it abolished. Personally, I’d much rather ride the 
railroad than across that Panamanian highway. It’s just something 
else that they'll be taking away from us. 

Mr. Mariit1arp. Have you any figures to indicate what percentage of 
time your pilot returns from the other end to his home by railroad as 
against bus or car? 

Captain Lonemore. We could get that. 

Mr. Maruurarp. Would you have any opinion as to whether it’s a 
high percentage ? 

Captain Lonemore. Not too many trains now. There is one at 4— 
4:40—and only about 2 in the afternoon that we can catch, coming 
back from the other side. Then sometimes we go over in the morning 
on the train. I would say—pretty hard to say what percentage of us 
do ride the train right now. With the highway, they have buses run- 
ning back and forth, you know; so every time I get a chance to ride it, 
I will ride the train. 

Mr. Mariuiarp. It seems to me when we come to discussing the rail- 
road question, it might be a good thing to know how important that 
railroad is to the pilots. 

Captain Lonemore. I will make a percentage. 

Mr. Tumutry. I think we should have train schedules. 

Captain Lonemore. I wish they had more trains. 

Mr. Zincxe. For the record, the zone pilots only perform services in 
one direction; is that correct? 

Captain Lonemore. They perform in two directions. 

Mr. Zrncxe. Bringing a ship over and bringing a ship back? 

Captain Lonemore. No; they don’t work both directions the same 
day. But sometimes we help each other out if there is a great deal of 
traffic one way and it is light in the other direction. 

Mr. Zincke. But your basic assignment from—— 

Captain Lonemore. Normally we ride from the side that we live on. 

Mr. Zrincxe. Now, Mr. Tyson, you referred to the States’ Boards 
having a person familiar with pilotage. 
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Mr. Tyson. That’s my understanding. 

Mr. Zincxe. Do you know whether any of the States require such 
knowledge in any of the members of such Boards? 

Mr. Tyson. Mr. Zincke, that question I think I discussed once before 
with you, and I’ll have to wait until I get back to the United States to 
find the answer to that. ' 

(Letter of explanation of the above question follows :) 


WasuHineton, D. C., January 13, 1956. 

Hon. Epwarp A. GARMATZ, 

Chairman, Panama Canal Subcommittee, 
Committee on Merchant Marine and Fisheries, 
House of Representatives, House Office Building, 
: Washington, D.C. 

DEAR REPRESENTATIVE GARMATZ: At the hearings which the Panama Canal 
Subcommittee held in the Canal Zone on December 6, 1955, during nu y testimony 
and the testimony of the Panama Canal pilots requests for additicnal informa- 
tion were made by certain members of the subcommittee. This letter is in 
response to these requests. 

One of the questions asked me by the counsel for the subcommittee was 
whether labor representatives were placed on the boards which are set up in 
the various States to hear matters of concern to members of the State pilots 
associations as a result of any statutory requirement or by voluntary agreement. 
I am informed that labor members are placed on such boards in the various 
States on a voluntary basis and are not required by any provision of the 
law. 

Many questions were raised in the Panama hearings with respect to the 
adequacy of the present grievance procedure provided by the Panama Canal 
Company for handling grievances in pilot matters. In order to remedy the 
inadequacies which the pilots feel exist in the present procedure and to clarify 
important aspects of their working conditions the following requests are sub- 
mitted herewith to the subcommittee: 


GRIEVANCE PROCEDURE 


(a) Request that the boards of inquiry and investigation be composed of: 
The marine director, the 2 port captains, and 2 pilots. Each pilot designated 
as a board member will have an alternate to serve in the absence or nonavaila- 
bility of the member, or when the member himself is directly involved in the 
incident being investigated. The pilot members and their alternates shall be 
selected by Local No. 30, Canal Zone Pilots Association, and will serve until 
their replacement is required due to termination of their employment with the 
Company, or until their replacement with another pilot is made by local No. 30. 

(b) Request that procedure be established for appeal to the Civil Service 
Commission in Washington, D. C., on purely administrative matters, personnel 
actions, procedures, etc., such as reduction in force, or other actions not directly 
related to or involving determination of skill or ability in ship handling. 


WORKING CONDITIONS 


(a) The pilots respectfully request the subcommittee’s assistance in enlisting 
the cooperation of the Panama Canal Company in the publication of a single docu- 
ment containing all rules, regulations, and Company policies pertaining to the 
working conditions of pilots employed by the Company, to include: Qualifications 
and procedure for selection of applicants as apprentice pilots; criteria for their 
promotion to probationary and qualified pilots; computation of wages, timekeep- 
ing regulations; rotation of job assignments; holidays; leave (annual, sick, and 
emergency) ; quarters assignments; other employee privileges or benefits ex- 
tended; injury compensation; hospital and insurance benefits; procedures for 
investigations and grievance appeals; assignment of nonworkdays; return 
transportation upon completion of transits; harbon details; meals and quarters 
allowances; and so on. 

(b) The compilation of such information into a single document is urgently 
needed. As one example, no timekeeping regulations have been published by 
the Company since 1946—prior to the time when the Company was formed— 
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and, as a result verbal replies to inquiries in regard to timekeeping procedures 
vary, sometimes from week to week. 

(c) The pilots’ suggestion is that a committee composed of pilot re presentatives 
and administrative personnel representing the Company, prepare in booklet 
form all the pertinent rules, regulations and Company policies pertaining to the 
pilots’ working conditions (except, of course, navigational rules and regulations 
contained in other publications). 

(d) It is the pilots’ belief that such a compilation of information would be 
of great value not only to the pilots, but also to Company officials involved in 
administrative details pertaining to the pilots. 

During the hearings on December 6 a question was raised as to the frequency 
of use of the Panama Railroad by the pilots. The following statement is in 
answer to this query: 


PILOTS’ USE OF THE PANAMA RAILROAD 


An accurate record was made covering the month of December 1955, to deter- 
mine the use which pilots make of the trains as compared with their use of 
buses or automobiles when crossing the isthmus to make, or return from, their 
transit of vessels through the canal. 

The study showed that the pilots use the Panama Railroad trains between 25 
and 3314 percent of the time, the remainder of the trips being made by auto- 
mobile. 

There are but four trains a day each way: Northward, departing Balboa at 7:15 
a. m., 12:35 p. m., 4:55 p. m. and 10:15 p. m.; and southward, departing 
Col6n at 7 a. m., 12:20 p. m., 4:40 p. m., and 10 p. m. Use of the trains 
by the pilots for return from transits is dependent, of course, upon time of 
completion of the transits. Needless to say, if there were additional trains at 
more frequent intervals in the latter part of the day and evening, when most of 
the transits are completed, the percentage of train usage would be much 
greater. 

An inquiry was made with respect to the incidence of marine accidents in 
the Panama Canal. The following statement is in answer to this inguiry: 


MARINE ACCIDENTS IN THE PANAMA CANAL DURING 1955 


During the period January 1, 1955, through December 31, 1955, there were a 
total of 9,681 transits of vessels through the Panama Canal. (Total number 
of harbor movements in Panama Canal ports not obtained.) 

During the year 1955, there were a total of 29 marine accidents, including those 
that occurred during both transit and harbor movement. 

These figures, 29 accidents and 9,681 transits, provide a percentage of 0.003 
percent. If the harbor movements had been available for computing this per- 
centage, an even more infinitesimal accident rate would be arrived at. 

I trust that the information contained in this letter will satisfactorily answer 
the questions raised by various members of the subcommittee during the testi- 
mony of the pilots. I should again like to express my appreciation and that of 
the pilots for the privilege of appearing before your subcommittee during the 
hearings in the Canal Zone in December 1955. I am confident that these hear- 
ings will prove beneficial to all United States citizens in the Canal Zone. I also 
think they will be of assistance to the subcommittee in future consideration of the 
problems of the Canal Zone, Panama Canal Company and their employees. 

Yours very truly, 
WILLIAM §. Tyson, 

Mr. Zincke. With respect to these loyalty affidavits, is it certain that 
the pilots signed them as employees of the Government, or do the “y sign 
them as holders of licenses issued by the Government ? 

Mr. Tyson. The affidavits on str iking—— 

Mr. Zincke. Loyalty. 

Mr. Tumutry. If I recollect a new statute, the statute specifically 
re quires Canal Zone employees to sign it. We just passed it this year. 

Mr. Tyson. Captain Wall says he can answer that. 

Captain Watt. Pilots on the Panama Canal sign 4 distinct loyalty- 


duty oaths—5 in some cases. To use myself as an example, I signed 
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the loyalty oath when I received my master’s license to operate. That 
agreement was with the United States Government. I signed the 
loyalty oath when I joined the United States Naval Reserve. I signed 
the no-strike pledge as an employee of the Panama Canal when I 
arrived in the zone. I signed the loyalty oath as a pilot on the 
Panama Canal. And I have also signed and checked through for 
loyalty. Does that answer your question ? 

Mr. Zincke. Yes, thank you, sir. 

Mr. Tyson. Could I clear up 1 statement and ask a question which 
I thought left 1 matter unclear. Captain Longmore said that the 
pilots were paid time and one-half for work performed after 40 hours. 
The situation is that they are paid time and a half for transit duty 
after 40 hours. However, they are not paid anything for hours spent 
in traveling back from making a transit or for other time of that 
nature after the 40th hour. That is one thing that they havent gotten 
yet. In other words, if they got over in Cristobal after taking a 
vessel over there and got there at 12 o’clock midnight Friday night 
and had worked 40 hours up to that time, they would get no more 
credit for the time they might have to spend there waiting to get 
transit back or for their travel back to the Pacific side. 

Mr. Garmatz. I have one question, Mr. Tyson. On page 6, you say— 

It must be remembered that the approximately 10 years of sea and other 
service required to obtain a Panama Canal pilot’s job— 

What are the other services ? 

Mr. Tyson. I think what I had in mind there was the apprentice 
training they go through; then they must have 1 year, as master of 
an oceangoing vessel. 

Mr. Garmatz. They must have a master’s license ? 

Captain Lonemore. And must have an unlimited master’s license 
and according to the regulations serve at least 1 year as master, and 
you’ve got to have those 10 years—that’s correct. 

Mr. Garmatz. One more thing. You say you don’t get that 25 
percent wage differential. Do you have any use of the commissaries 
or anything of that sort? Are you allowed to go into the commis- 
saries ? 

Captain Lonemore. That’s correct. 

Mr. Garmatz. You get all of the other except the 25 percent ! 

Captain Lonemore. Thats’ right. 

Mr. Auten. That 25 percent business—I would presume that a mas- 
ter of a ship normally is away from home so much that down here 
he is home a lot more than if he worked in the States. 

Captain Lonemore. Right. But I don’t see what that has to do 
with the 25 percent. 

Mr. Auten. Your point of it was that your occupation in the States 
is so much different from the ordinary labor to an extent it isn’t a 
comparative occupation for compensation. Your compensation is 
based not on any rates paid in any areas in the States but on any areas 
in the ocean. 

Captain Lonemore. Maritime industry. 

Mr. Garmatz. Thank you. Mr. Tyson presented a very fine case. I 
compliment them; the pilots have a fine selection in Mr. Tyson, one of 
the very fine attorneys in Washington, and, I might also say, a former 
Government employee. 

Our next witness is Mr. Lovelady. 
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STATEMENT OF R. M. LOVELADY, A NATIONAL VICE PRESIDENT 
OF THE AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES, 
AND PRESIDENT OF LODGE NO. 14 


Mr. Lovetapy. Mr. Chairman, my name is R. M. Lovelady. Lama 
National Vice President of the American Federation of Government 
Employees, and am also President of Lodge No. 14 of this federation. 
Our federation represents, in the main, the “white-collar” employees, 
such as clerks, accountants, office- machine operators, technicians, 
nurses, dentists, doctors, and others of the clerical and professional oc- 
cupations. I have been employed by the Personnel Bureau of the 
Panama Canal since October 1, 1936, my present occupation being that 
of position classifier. 

I did not plan originally to submit testimony to your subcommittee. 
It was my thought that Mr. W agner would cover fully the views of all 
labor groups on the Canal Zone. While Mr. W agner did a splendid 
job of presenting organized labor’s argument, I ‘feel there are some 
points of particular interest to those I represent which have not been 
adequately covered or explained. 

With your permission, Mr. Chairman, I should like to make an oral 
submission, commenting on various points extemporaneously, and to 
answer any questions the committee may care toask if Ican. I should 
like to begin my testimony by re eading for the record pertinent parts 
of a letter I wrote to one of your colleagues, the Honorable George P. 
Miller of California in response to an inquiry dated October 10, 1955, 
from him concerning H. R. 7564. My report to Mr. Miller is as 
follows: 


Dear Mr. MILLER: Thank you for your letter of October 10, 1955, inviting me to 
give you my reaction to H. R. 7564, introduced in the House by you on July 25, 
1955. I have taken some time to study the various sections of the bill in their 
relation to existing law, and feel you can better understand my views of if I 
coment on each section in its order. 

Present law provides that the Panama Canal Company shall be represented by 
the President of the United States or such officer of the United States as may be 
designated by him (see sec. 246 as added by Public Law 808, 80th Cong.). The 
President has by executive order designated the Secretary of the Army to ad- 
minister the affairs of the Canal Zone Government and the Panama Canal 
Company, a wholly owned Government corporation. 

H. R. 7564 would by substantive law transfer the responsibility for adminis- 
tration of the Panama Canal enterprise from the Secretary of the Army to the 
Secretary of Commerce and remove from the President the authority to designate 
whom he pleases. 

Comment: The Canal Zone has traditionally been governed by an Army officer 
appointed by the President with the advice and consent of the Senate. I believe 
it is safe to say this practice has worked to the benefit of this enterprise, particu- 
larly with respect to keeping it free from political patronage. The officers se- 
lected for this important post have always come from the Corps of Engineers and 
have ben men with years of highly successful engineering and administrative 
experience. I am not so sure this practice should be discontinued. Certainly 
not, unless it is spelled out in law that the Administrator of the corporation shall 
be selected on the basis of demonstrated experience and ability rather than be- 
cause of his affiliation with any political party. With such a safeguard, I per- 
ceive no objection to removing the Panama Canal enterprise from the jurisdiction 
of the Department of the Army except in time of war or national emergency. 

There are those here who feel—and I believe justifiably so—that the military 
are in control of too many of the functions of the canal establishment. For 
example, in addition to the Governor and Lieutenant Governor who are Army 
officers, Army officers are also at the head of the following activities of the Cana! 
Zone Government and the Panama Canal Company: (1) Health Bureau, (2) 
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Engineering and Construction Bureau, (3) Gorgas Hospital, (4) Corozal Hos- 
pital, and (5) most of the specialized professional service of the Health Bureau. 
Navy officers are assigned to the Panama Canal in the following capacities: 
(1) Marine Bureau Director, (2) Chief of the Industrial Division, (3) captain 
of the port, Balboa, and (4) captain of the port at Cristobal. I can see no 
sound reason why career civilians should not be in charge of these functions. 
I believe, however, that very careful thought should be given before any change 
is made in the positions of Governor and Lieutenant Governor (President and 
Vice President, respectively, of the Panama Canal Company). 

Section 3 of H. R. 7564 would amend section 246 (e) of the Canal Zone Code 
by spelling out in substantive law the method of determining certain costs. The 
added language begins with the word “provided” on line 17 of page 2 and ends 
with the word “paid” on line 20 of page 3. The new language would require the 
Republic of Panama to pay for the cost of immigration and customs service 
provided by the Canal Zone Government and for the cost of providing schools 
for its citizens. The amendment would also provide that other agencies of the 
Government operating on the Canal Zone shall bear their proper share of the 
cost of maintaining the roads, highways, sewers, and other facilities and serv- 
ices common to a community on the basis of the ratio of military personnel to 
civilian citizens of the United States and of the Republic of Panama employed 
by the Panama Canal Company and the Canal Zone Government. 

Comment: The Canal Zone District of the American Federation of Govern- 
ment Employees approves the proposed change, but recommends it be amended 
by adding “and other agencies on the Canal Zone” after the word “Government” 
on line 5 of page 3 so as to give credit for civilians employed by agencies other 
than the Panama Canal Company and the Canal Zone Government on the Canal 
Zone. As of June 30, 1955, the following non-United States citizens were em- 
ployed by agencies other than the Panama Canal operating on the Canal Zone: 
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We also recommend that the word “total” be inserted after the first “the” on 
line 18 of page 3 so as to assure that the Republic of Panama pay the full cost 
of providing schools for its citizens. We understand that something like one- 
third of these costs are now subsidized by the Panama Canal Company. Nat- 
urally, we do not believe this is a proper charge against canal operations. With 
the suggested changes, we should favor and recommend enactment of the 
amendment to section 246 (e). 

Section 4 of H. R. 7564 would change completely the present section 247 
of the Canal Zone Code. For example, it provides for the appointment of an 
Administrator, a Deputy Administrator, and a seven-member Advisory Board 
to replace the present Board of Directors consisting of the President (Governor 
of the Canal Zone) and not less than 8 nor more than 12 other persons. 

Comment: We have felt all along that the present Board of not less than 9 
nor more than 13 (in practice it has never been fewer than 138) is larger than 
is necessary. It is also our opinion that some members of the Board of Diree- 
tors bave been appointed because of their position in industry or as a reward 
for the contributions they have made to the party in power. This may or may 
not be true. Regardless of its truth or falsity, you cannot convince the em- 
ployees here that some members of the Board have not proposed actions know- 
ing them to be detrimental to the best interests of the employees 





We should tavor the proposed change im the governing body if the language 
Were amended to stipulate clearly that these nine governing officers shall be se- 
lected for appointment on the basis of their demonstrated qualifications for 


the job and not as a reward for their services or contributions to any yolitical 
party. Linvite your attention in this connection to the enclosed page 399 taken 
from the proceedings of the 1954 convention of the American Federation of 
Labor and which was approved by that convention. 
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Section 5 of H. R. 7564 would amend section 248 of the Canal Zone Code 
by adding a new subsection numbered (a) and changing the other subsections 
accordingly. The new subsection (a) provides that the corporation shall have 
as its major objective the efficient and economic transiting of vessels. It 
further provides that the corporation shall operate facilities not used in 
transit, but that such additional facilities not used in actual transit shall be 
operated in a manner to be self-supporting. [Italics supplied.] 

Comment: I note that the last sentence of the proposed new subsection (a) 
provides that: “In determining whether or not a facility is self-supporting, 
the corporation shall allow as cost the items of overhead, maintenance and 
operation, depreciation, interest on investment, and a proportionate share of 
the net cost of the Canal Zone Government.” 

I do not know enough about accounting to predict how this might be in- 
terpreted and applied. I do know, however, that some of the facilities used 
for purposes other than actual transit of ships include such as commissaries, 
schools, police and fire protection, sanitation of the Canal Zone, hospitals and 
dispensaries, housing, maintenance of buildings and grounds, recreational facili- 
ties, and construction and maintenance of streets, roads, and highways. Be- 
cause of our unique situation of being isolated and set apart from areas in 
which such services would be provided by private enterprise, city, county, State, 
or Federal Governments, I feel strongly that the product we sell (transiting 
of ships) should pay the cost of operating these essential non-revenue-deriving 
functions. If the Congress should decide otherwise, then I believe it should 
give consideration to allowing us to use a part of the approximately $6 mil- 
lion a year we pay as income taxes to defray the costs of schools, police and 
fire protection, construction and maintenance of streets and highways, and 
other things which our counterparts in the continental United States get for 
their taxes. 


I might divert there a minute, Mr. Chairman, with your permis- 
sion. We do not advocate that Panama would have to pay any costs 
for its citizens who reside on the Canal Zone. 


Section 5 of H. R. 7564 would also amend section 248 of the Canal Zone 
Code by adding at the end of the present subsection (e) (new subsection (b) 
(5) ) a new sentence that: “The provisions of section 82 of this title, as amended, 
shall apply to the corporation and to its officers and employees.” 

Comment: This amendment would provide that if any persons employed by 
the Canal Zone Government or the Panama Canal Company are in the military 
or naval service, the amount of their official salary as a member of such service 
would be deducted from «te amount of their canal salary, except in the case 
of certain retired employees. This amendatory language was contained in sec- 
tion 8 of Public Law 841, 8ist Congress. It was nullified by language in the 
Civil Functions Appropriations Act for 1953 and no longer is in effect. We 
favor the resumption of the former practice. 

Section 6 of H. R. 7564 would amend section 249 of the Canal Zone Code 
by adding, in the main, perfecting language. We have no suggestions to offer 
in connection with this section. 

Section 7 of the bill would amend section 253 of the Canal Zone Code by 
denying the Advisory Board the authority to appraise working capital require- 
ments “* * * for not more than 1 fiscal year following such appraisal. * * *” 
I feel this would be too restrictive on the Board. In my opinion the Board 
should be given authority to make plans that might extend at least 3 years 
in advance. I do not believe that any person has the clairvoyance to take a 
long-range program and to prosecute it successfully if limited to year-to-year 
predictions. I should object to such restriction. 

Section 8 of your bill would amend section 411 of the Canal Zone Code as 
regards the corporation’s authority to prescribe measurement rules and tolls. 
We see no objection to this proposal; neither do we perceive any improve- 
ment, unless it be that proviso giving the Court of Appeals of the Second Cir- 
cuit jurisdiction to review acts of the corporation. We have no recommenda- 
tion to make on this section. 

Section 9 of the bill would amend section 412 (b) of the code with respect to 
the rate at which tolls shall be prescribed. I do not like the word “directly” 
in the phrase “appurtenances directly related thereto” in line 3 on page 12. 
This would pin down the costs upon which tolls are based to those functions 
actually used in the transiting of ships, such as locks, tugboat service, pilotage, 
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wharfage, quarantine inspection, ete. It would not give any consideration to 
such essential auxiliary functions as providing commissaries, housing, schools, 
police and fire protection, health and sanitation, recreational outlets, et cetera, 
for the personnel absolutely necessary in the operation and maintenance of 
the canal enterprise. 

I recommend that the words “directly related thereto” on line 3 of page 12 
be stricken out and the following substituted therefor: “required in the opera- 
tion and maintenance of the Panama Canal, all services necessary for the health, 
education, protection, housing, and general welfare of the employees engaged in 
the operation, maintenance, protection, and sanitation of the canal and the 
Canal Zone.” Such an amendment would require that the users of the water- 
way bear a fair share of the costs of operating the facilities and employee 
services which are so essential in the efficient operation of the waterway. 

At the present time I am not qualified to comment on the term “proportionate 
share of the net costs of operation.” I hope to obtain an interpretation of how 
this might affect us and let you know later my reaction to the language. 

I appreciate greatly your asking me to comment on this bill, and hope the 
foregoing may be of material help to you in your handling of the proposed legis- 
lation. I expect to be in Washington sometime in January and would like to 
discuss this and other legislation with you at that time. 

Sincerely yours, 
R. M. Lovetapy, National Vice President. 


That concludes my letter to Mr. Miller. 

Mr. Garmatz. Do you have his answer? 

Mr. Lovexapy. Had an answer saying he was in Europe and ex- 
pected to arrive here about the 11th of January. 

Mr. Garmatz. Any questions at this time? 

Mr. Maru1arp. I understand you to use the figure of $6 million for 
income tax. 

Mr. Lovetapy. Yes, sir, Mr. Mailliard. At the time I wrote the 
letter I conferred with the Collector of Internal Revenue who is sta- 
tioned here and I asked him if he could give me the figure paid by 
taxpaying citizens on the zone, and that is the figure he gave me. 

Mr. Dorn. It just brings up a point. Suppose all the income-tax 
money paid by the zonites came back for use in the zone. Wouldn’t 
the effect only be to lower the cost of shipping for the shippers through 
the Panama Canal ? 

Mr. Lovetapy. Perhaps so, Mr. Dorn. Of course, in my statement, 
I said a portion of the $6 million. 

Mr. Dorn. No—I mean whether either a portion or the entire thing. 
The only effect that I can see that it would be of help to the shippers 
who ship their goods through the canal and of no help to the people 
on the zone. 

Mr. Loveapy. It is our thought, Mr. Dorn, if part of that were 
plowed back into the zone it would be definitely for the purpose of 
subsidizing some of the service activities to the employees, such as 
housing, health, perhaps commissary operations. 

Mr. Dorn. And if that was then subsidized, in that effect it would 
be a savings to the Canal Zone Company and in turn a saving to the 
shippers, lowering the tolls. 

Mr. Lovetapy. Quite possibly so. 

Mr. Auten. You mean to say that was the only effect—it would be 
lowering the tolls? 

Mr. Lovetapy. Oh, no; I’m interested, Mr. Allen, in the employees’ 
angle. I am not advocating that tolls be increased. We feel, that the 
employees are being called upon to carry too much of the load—oper- 
ating this enterprise. 
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Mr. Auten. May I ask another question along that line? Specifi- 
cally, if you got back an appreciable part of that $6,000,000, you’d feel 
that the tolls might be lowered but also the rent would be lowered, and 
the overhead on the commissaries might be lowered ; so that the effects 
of getting part of it back, would be in addition to a possible lowering 
of the tolls? It wouldn’t be exclusively the only effect? 

Mr. Lovetapy. No, sir, not at all. 

Mr. Garmatz. You may finish your statement. 

Mr. Lovetapy. With your permission, Mr. Chairman, I should like 
to comment more or less at random on some of the points and questions 
raised yesterday. I believe it was Mr. Tumulty who asked how many 
employees here enjoy civil service protection. His question was not 
answered. Unlike most so-called wage-board positions in continental 
United States, none of the employees occupying craft-type positions 
here enjoy the protection accorded their counterparts in the States 
because they are not in the competitive civil service; that is to say, 
they do not have to compete in open competitive examinations to test 
their fitness for appointment. As of June 30, 1955, there were about 
2,579 such positions in the Company-Government organization. As 
of the same date, there were 1,668 employees of the Company-Govern- 
ment occupying positions subject to the general schedule of the classifi- 
cation Act of 1949, as amended. Of those in the so-called classified 
or graded positions, I estimate that not more than 1,000 occupy com- 
petitive service positions and thus enjoy the protection common in 
approximately 93 percent of the jobs in continental United States. 
This means, therefore, that something less than 25 percent of our 
employees enjoy the same protection as is accorded 93 percent of 
their counterparts in the United States. For example, here are the 
job designations on the Isthmus of Panama that require competitive 
civil service: Accountant, architect, architectural designer, bookkeeper, 
calculating machine operator, chemist, clerk (paying more than $175.00 
a month), dietitian, draftman, employee counselor, medical technician, 
personnel aide, personnel assistant, pharmacist, physician, playground 
director, statistician, stenographer, storekeeper, surgeon, trained 
nurse, and typist. Those are the only positions here that are required 
by regulations of the Civil Service Commission to meet competitive 
civil service requirements. 

During yesterday’s hearings someone asked the question concerning 
information on employment conditions for prospective employees. I 
have here a small pamphlet entitled “Living and Working in the Canal 
Zone” which I should like to submit to the committee for its informa- 
tion. ‘This was handed to the committee this morning. The question 
was asked by one of the members—I believe Mr. Dorn—“Does that 
paint a true picture?” Yes, sir, in my opinion it does; there’s nothing 
false in this. But those of us who came there 20 years ago—of course 
the old pamphlet was sent to us. We were told you don’t pay any 
income taxes and your rent is very modest—nominal only. And your 
cost of living is way down low. That statement 20 years ago was true, 
too. This book doesn’t go into that. But it is a true outline of the 
working and living conditions here, and I hope the committee, sir, 
will put it in the record. 

Mr. Byrne. Was that a verbal statement when recruited in the job 
down here or was it in contract form ? 
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Mr. Lovetapy. I came here with the A Force, Mr. Byrne, and 
obtained my discharge. I was never given any kind of a pamphlet. 

Mr. Byrne. Were you hired through the Civil Service down here? 

Mr. Lovetapy. Yes, sir; I took a civil-service examination, and I was 
certified from the register. 

Mr. Byrne. In othe words, you didn’t get this circular? 

Mr. Lovetapy. No, sir, I did not. 

Mr. Byrne. Only if you are recruited from the States? 

Mr. Love.apy. That is true, Mr. Byrne. The way it works gen- 
erally, when the canal needs to recruit in an occupational category 
that we do not have sufficient applicants, the Personnel Bureau will 
usually send one or two men in the States and go into areas to seek 
out qualified personnel. This is part of the literature that is given 
to the prospective appointee for his information as to what he’s get- 
ting into when he comes down. 

Mr. Byrne. Are they recruiting them now in the States? 

Mr. Lovetapy. There are some occupations that we are recruiting. 
I think that perhaps medical officers, nurses, and at the present time, 
there are a few requisitions I believe pending for some skilled per- 
sonnel to participate in the Atlantic locks overhaul, which will begin 
early next year. 

Mr. Byrne. Has there been an increase in the clerical force in the 
last few months here? 

Mr. Lovetapy. No, sir—a decrease. 

Mr. Garmatz. Do you feel honestly that the canal people are the 
only ones who are promised things that they never received? 

Mr. Lovetapy. No, sir, I do not, Mr. Chairman. I don’t want to 
be on record as saying they are not getting most of what they’re 
promised. However, for those people who came here some years ago 
under conditions then prevailing, they’ve taken it on the chin the last 
4 or 5 years, and they’ve lost a great deal of the so-called fringe bene- 
fits that induced them to come here in the beginning. I, myself, if 
T may so state, have been here 20 years; I have 27 years’ Government 
service. I have a wife and four children looking to me for support. 
I have been away from the States so long I cannot go back and estab- 
lish myself. As some witness stated this morning, I’m “riding it out.” 

Mr. GarMatz. You may proceed with the statement. 

Mr. Lovetapy. There was considerable comment yesterday on the 
effects of contracting out work formerly performed by force account 
personnel. This practice has, without doubt, resulted in the loss of 
jobs by hundreds of employees, both among the United States citizens 
and the noncitizens or local-rate personnel. Many of us feel that 
such practice is false economy and we suggest that the committee 
would do well to investigate in considerable detail this practice of 
the Company. For example, the maintenance of grounds on the 
Gatun Backfill Dam was let out on contract. Yet I have reports from 
what I feel are reliable sources that our own Grounds Maintenance 
Division could have done a better job at something like $8,000 a year 
less than was bid by the person who obtained the contract. I want 
to emphasize that I cannot vouch for the accuracy of this statement, 
but I am of the very firm opinion that much of the work being done by 
contractors is inferior to that formerly performed by our own force. 
I suggest the matter warrants a close inspection by this committee. 
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In his testimony yesterday, Mr. Wagner recommended that the 
so-called McCarran amendment be written into substantive law rather 
than be included in the appropriation acts from year to year as has 
been done since 1939. The AF'GE agrees with that recommendation, 
but recommends that the figure 15 in subparagraph (3) on page 17 
of Mr. Wagner’s statement be amended to read “25.” We further 
recommend that subparagraph (b) at the top of page 18 of his state- 
ment be changed to read: 


That citizens of the United States shall receive compensation based upon 

rates paid by the Government for similar employment in continental United 
States plus 25 percent. 
Such an amendment would make it clear that the 25 percent differen- 
tial shall not be paid to non-United States citizens employed here and 
would appear to harmonize with the views expressed yesterday by Mr. 
‘Tumulty on this subject. One of you aailiaeaas raised a question 
yesterday as to whether or not that would make it mandatory to pay 
to the Panamanian citizens differential. This amendment would 
clarify that. 

Subparagraph 2 of the McCarran amendment proposed by Mr. Wag- 
ner provides that— 


. at no time shall the number of Panamanian citizens employed in the 
above-mentioned positions exceed the number of citizens of the United States 
so employed, if United States citizens are available in the continental United 
States or on the Canal Zone. 

I desire especially to make the point here that this principle of 
dividing such positions equally between Panamanians and United 
States citizens in the clerical occupations is at this moment being 
grossly violated. For example, there are now in the Company-Gov- 
ernment organization approximately 1,600 clerical positions. Of 
these, about 1,200 are filled by Panamanians at local rates of pay. 
‘These local-rate clerical personnel are hired without having to com- 
ply fully with the requirements prescribed by the United States Civil 
Service Commission. I mean by this that our own citizens are not 
being given the opportunity of competing with these aliens in open 
competitive examination and subsequent placement on an eligible reg- 
ister for certification in accordance with their attained grade. I con- 
sider this contrary to the spirit and intent of the Civil Service Act 
of January 16, 1883, and an outright violation of the birthright of our 
sons and daughters who may aspire to beginning a career in low-grade 
jobs as so many of their fathers and mothers before them have done. 
Unless Congress provides substantive legislation to safeguard their 
right to compete against these aliens for appointment to positions with 
their own Government, then they will be compelled to stand by while 
their opportunities for employment are ignored in deference to a sys- 
tem wholly incompatible with the rights any government should pro- 
vide for its citizens. I should be breaking faith with those I have the 
honor to represent if I did not lodge the most vigorous protest against 
the policy which seems to have been adopted in recent months toward 
the replacement of United States citizens in clerical positions with 
aliens at local rates of pay. 

As stated above, there are approximately 1,600 clerical positions in 
the Company-Government organization of which about 1,200 are now 
filled by aliens and 400 by citizens of the United States. Because of 
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the Treaty between Panama and the United States, we have for a 
long time heard the phrase “equality of opportunity” concerning the 
right of Panamanians for employment here. Well, gentlemen, “we'll 
settle for equality of opportunity ; give us 800 of these 1,600 positions 
instead of the 400 we now have. That is all we ask; we shall never 
be satisfied with anything less. 

One of the gentlemen asked Mr. Wagner yesterday if we had ever 
met with the Board of Directors of the Panama Canal Company to 
express our views. I don’t believe your question was answered as 
fully as it could have been. The answer is that we did meet with the 
Board on one occasion. I believe it was in January of 1952. I was 
supposed to have stated the position of the American Federation of 
Government Employees and Mr. Wagner that of the Canal Zone Cen- 
tral Labor Union. We were informed, however, by the then Governor, 
F. K. Newcomer, that the Board would not hear us as spokesmen 
for labor; they would hear us only as “representatives of employees” 
and then only one person could speak for the entire group. I was 
selected as the spokesman, but had to present our views in what I 
considered to be an unfriendly atmosphere. 

It may interest the subcommittee to know in this connection that 
with an organization the size of the Panama Canal, more than 2,000 
miles from our homes, and with the multitude of problems that beset 
us, we do not have a full-time employee-labor relations officer. In 
this day of enlightened employee-management relations, this seems 
to me a particular weakness in our personnel-administration program. 
I say this without derogation of anyone, but as a matter which I con- 
sider essential to any modern and progressive program of personnel 
administration in an organization the size of the Panama Canal. 

It was suggested by both Mr. Mayer and Mr. Wagner that perhaps 
a ceiling should be applied to the cost of living on the Canal Zone, 
and that Washington, D. C., should be the basis used for comparison. 
Mr. Byrne asked the question why Washington? (which most of us 
know is one of the highest cost-of-living cities in the Nation). May 
I suggest that if this were ever done, the United States average be 
used rather than take the figure of any particular city. I think this 
is logical because most of our craft rates of pay are based on nine 
Navy Yards ranging from Puget Sound in the Northwest to Ports- 
mouth, New Hampshire in the East. 

Mr. Chairman, I have two articles which I should like, with your 
permission, to submit. I believe that one of them was covered by the 
citizens’ committee this morning. If it happens to be the article 
written by Mr. Noli, headlined “Public Law 841”—if that is one that 
was submitted this morning, of course that is superfluous. But here’s 
one taken from the Mailbox (The Panama American newspaper). 

Mr. Garmatz. May I interrupt? I don’t know; I haven’t seen it. 
I can’t tell. 

Mr. Lovexapy. If they have not been submitted, I should like to 
submit these for insertion. The one in the Mailbox in November, 
I think, is particularly pertinent. 

Mr. Lovetapy. Before I make my concluding statement here, I 
should like, with your permission, to make some reference to the re- 
tirement. The pilots submitted a recommendation that the Civil 
Service Retirement Act be amended to say they would come under the 
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hazardous-work provision of that act and thereby be able to retire at 
the age of 50 and 20 years of service. I am certainly in favor of their 
recommendation. But conditions here are the same for all employees: 
While one may be exposed to the sun a little bit longer than another, 
the other on the other hand may be exposed to some other condition 
of employment equally as worthy of special consideration as the 
pilots’. 

At the present time, under the Civil Service Retirement Act, an 
employee of the Panama Canal may retire after 5 years of service 
if he becomes physically disabled for further work. He may retire 
at the age of 55 if he has 30 years of service. That would be on a 
reduced annuity equal to 3 percent for each full year he’s under 
the age of 60. Then he may retire at the age of 60 on full annuity, 
but he must retire at the age of 62 if he has 15 or more years of service. 
My federation has submitted legislation on retirement to Congress 
already and will submit proposals early in the second session. 

If the committee has any questions in connection with retire- 
ment as it pertains to us here, I should be glad to try to answer them 
if I can. 

Mr. Garmatz. Do you want to finish your statement ? 

Mr. Lovetapy. Mr. Chairman, that concludes my statement. I 
should like, on behalf of the American Federation of Government 
Employees, to express our appreciation for the courtesy your com- 
mittee has extended to us and for the privilege you have given us to 
present our views to you. 

Mr. Garmatz. I would like to ask one question. How many people 
do you represent? Your organization—how many members do you 
have? 

Mr. Lovetapy. Right now only about 458; that’s actual members. 
Of course, there are something in the neighborhood of 3,000 so-called 
classified employees in all the agencies here—Army, Navy, Panama 
Canal. 

Mr. Garmatz. Not members of your organization ? 

Mr. Lovetapy. No, sir. 

Mr. Byrne. Did I understand you to say that Panamanians are em- 
ployed under the Civil Service Commission without competitive exami- 
nation in the lower grades? 

Mr. Lovetapy. Yes, sir. I'd like to explain that, Mr. Byrne. They 
are given a kind of a qualifying test; for example, if they want a 
girl that can type, she is asked to come to our personnel office and 
is given a typing test, but she does not take the usual type of civil- 
service examination. 

Mr. Byrne. Are these same employees on the zone, 

Mr. Lovriapy. Yes, sir. 

Mr. Byrne. And they don’t compete against these Panamanians? 

Mr. Lovetapy. Our own citizens, Mr. Byrne—may I say this: that 
our two high schools, Cristobal and Balboa, graduated last June, I 
believe, 428 seniors; but so far as I’m aware, not one of those Amer- 
ican citizens who graduated—some are Panamanians—not one of our 
United States-citizen girls or boys who graduated from the high 
schools last June has had the opportunity of competing for one of 
these GS-1 or GS-2 jobs. 

Mr. Byrne. Did they try to? 

Mr. Love.apy. Yes, sir; they tried. 








ADMINISTRATION OF THE PANAMA CANAL COMPANY 131 


Mr. Byrne. What’s the difference in salary ¢ 

Mr. Lovetapy. The difference in salary between a GS-1 and a local- 
rate job doing the same kind of work would be about a dollar an hour. 

Mr. Dorn. Would you say, then, that none of the graduates—United 
States citizens from Cristobal High School—now have positions with 
the canal or the Canal Zone Government 

Mr. Lovetapy. I wouldn’t go so far as to make that statement, Mr. 
Dorn. I believe that a very infinitesimal number have obtained em- 

loyment. I don’t know of any right here in the Administration 
3uilding where I work, and I haven’ t had any reports, but I wouldn’t 
go so far as to say that none of them—but I feel so far as I am aware 
none of them have been given an opportunity to take a competitive 
civil-service examination. 

Mr. Dorn. In former days, weren’t all of the graduates, or as many 
of the graduates who wanted employment, absorbed in the Canal 
Zone? 

Mr. Lovetapy. That’s true. Many of those we have now, some 
who are now in executive positions, are graduates of our high schools, 
started out in low-grade positions and have worked up from there. 

Mr. Dorn. About at what year was the change noticeable ? 

Mr. Lovetapy. The civil-service regul: itions were ch: anged, Mr. 
Dorn, effective May 1947, to give citizens of Panama the right to com- 
pete in open competitive civil-service examinations. We’re not quar- 
reling with that, because following that, our own citizens could also 
make application and compete against them. The better qualified 
person got the appointment. But at the present time, they’re saying 
that when we have a GS-2 or GS-3 job to fill, get a local-rate appli- 
cant to come in—a noncitizen—test her or his fitness for this job and 
if he qualifies, employ him. There has thus been denied the oppor- 
tunity for our United States citizens to compete for the low-grade 
jobs and start out a career, as they used to do. 

Mr. Tumutry. This book, Living and Working in the Canal Zone, 
dated September a was circulated that year—last year ? 

Mr. Lovetapy. I don’t know exactly when it actually got in cir- 
culation, Mr. Tumulty. 

Mr. Tumutry. It wasn’t before 1954—because it says it was pre- 
pared, et cetera, in cooperation with other offices, September 1954. 

Mr. Lovetapy. That book probably got off the press— 

Mr. Tumutty. It says—and I was wondering if you found that to 


be so: 


We hope and believe they will appeal to the kind of people we want to join 
us—people with the skill and the will to carry forward the fine record and 
spirited traditions of the Panama Canal. To these people the Panama Canal 
offers much. They will be most welcome when they come. 

This is what you refer to as the inducements ? 

Mr. Lovexapy. That’s right. 

Mr. Byrne. Can you go further than that? 

Mr. Tumutry. On page 7—I won’t take too long, Mr. Chairman— 
speaking of “The Zone Itself”—the book, apparently which is put out 
with the official approval of the Company, says: 


While most Americans find it possible to adjust themselves quite satisfactorily 
to living and working on the Isthmus, it must be recognized that extra compen- 
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sation of States wages is paid because conditions surrounding work in the zone 
involves, among other things, discomfort. 
You find that to be so? 

Mr. Lovetapy. Certainly, sir. 

Mr. Tumutry. [reading:] 


isolation, confinement, and regimentation— 
this is the official book— 
and limitations in community resources as compared with Stateside conditions. 


Would you say the Governor’s book was correct there ? 
Mr. Loveuapy. Yes, sir; that’s a correct statement. 
Mr. Tumutry. Then we read on page 11: 


As for the enervation of the tropics— 
which I assume is some form of being tired, being sick— 


you will find that if you come to the Isthmus in good health, you should be 
able to maintain it with a reasonable observance of good health practices and 
with the taking periodically of recuperative leave in temperate climates. 
Doesn’t that tend to support what you’ve been saying right along? 

Mr. Lovetapy. Yes, sir. 

Mr. Tumvtry. Now, without prolonging the matter—but still, 
because that is, I take it, an official document and therefore we have 
no quarrel with any government on this—we read under “Family 
Quarters” a discussion of the homes, and then this is said: 

Although this type of construction is well suited to its tropical location, the new 
employee will find that his privacy has been somewhat reduced. 
Agree to that? 

Mr. Lovetapy. Yes. 

Mr. Tumutry. It describes the grievance procedure—which mainly 
consists in going to your immediate supervisor ; if this fails, a second- 
stage hearing with the supervisor of your shop or office; if this fails, 
a third-stage hearing with the head of your bureau or division; 
fourthly, if necessary, you may then submit your grievance to the 
Governor-President through the Personnel Director and the grievance 
advisory—who is the grievance advisory committee ? 

Mr. Lovetapy. That is a committee usually elected periodically 
every 3 or 4 years, actually needed by the employees, naming on it one 
crafts representative ; on the other hand, the classified representative, 
who will sit in on the hearings, depending upon whether it is a classi- 
fied employee or crafts employee. But it doesn’t necessarily follow 
that that it is mandatory ; the employee under such circumstances can 
bring whom he chooses. 

Mr. Tumutty [reading :] 

To the greatest extent possible, it is the established policy that grievances 
and complaints be adjusted at the lowest supervisory level, where every effort 
will be made to accord a full and impartial hearing and decision in each case. 


In exercising your right to use the grievance procedure you will be unimpeded 
and free from restraint, interference, coercion, discrimination, or reprisal. 


Now, this is the sentence that puzzles me: 


These safeguards also apply to all others who provide information to otherwise 
assist in the equitable adjudication of grievances. 


Who else would be providing information ? 
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Mr. Lovetapy. The only thing I can think of there would be the 
person who reported someone for misdoing. 

Mr. Tumuury. Does that happen here, that people tattle on each 
other—or protecting? It may be, as that is the procedure. 

Mr. Loverapy. I guess it is. However, I don’t think that has been 
abused. But that calls to my mind, Mr. Tumulty—we have on page 
C2-12 of our Personnel Manual to a statement—I can’t quote it, 
but it goes about like this: that supervisors and employees are enjoined 
to observe carefully the conduct of fellow employees and to report 
anything which, in their opinion, might adversely reflect on that 
employee. I protested to the Civil Service Commission, that one 
person might see me come out of the Elks Club, and, say, Lovelady 
has been drinking; another person might see nothing wrong in this— 
no two people have the same conception as to what constitutes adverse 
conduct. I took that to the Civil Service Commission. It isn’t the 
doing of the Company; it came from the Bureau of the Budget. 

Mr. Tumuury. Does the person who makes the accusation—is he 
brought forward to make the accusation against you ? 

Mr. Lovetapy. Not in all cases. 

Mr. Tumutrty. Does the Civil Service Commission—has he appealed 
to the Civil Service Commission, you take it ? 

Mr. Lovetapy. No, sir, a nonveteran does not have an appeal except 
of a reduction in force. The veteran can appeal under section 14 of 
the Veterans Preference Act. 

Mr. Tumutry. It says here on page 31: 

- are in the so-called classified groups. These include doctors, nurses, engi- 
neers, clerks, lock guards, et cetera. Their positions are classified under the 
Classification Act of 1949, and are set administratively under terms of this act, 
and for pay purposes their positions are identified as GS (general schedule). 
Persons occupying such classified 

Mr. Garmatz. We'll insert all the reading matter there in the record. 

Mr. Tumutry. I was only concerned with the rights of the civil- 
service employees now present whether they get all their rights. If 
they do not, I would appreciate your letting me know. 

Mr. Lovexapy. I shall be glad to write you, Mr. Tumulty, after you 
return to Washington. 

Mr. Garmatz. We have two more witnesses this afternoon. I was 
in hopes we could start tomorrow at 9 o’clock, but have to meet the 
military and will be here at 9:30, and the rest of the day will be 
taken up, I think, in the morning by the railroad and the afternoon 
by the Governor; so will be working right up to the end. 

Mr. Auten. Mr. Chairman. Mr. Lovelady, I think you mentioned 
that about a thousand United States employees were under the Classi- 
fication Act. 

Mr. Lovesapy. No, sir; there are 1,668 under the Classification 
Act but about 1,000 of those are in the competitive positions; the other 
668 are in positions that do not require competitive status. 

Mr. Auten. Do those others have some protection on their job 
which would give them procedural right—hearing and appeal if they 
were separated from the job? 

Mr. Lovetapy. Yes, they do. 
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Mr. Auten. Who, if any, does not have a right, some right, to his 
job ¢ 
Mr. Lovetapy. Only temporary appointees for a period of 1 year 
or less; they do not have the right of appeal and they can be termi- 
nated at will. 

Mr. Auten. Thank you. 

Mr. Dorn. During the intermission, one of the ladies called my 
attention to the severe effects of the climate on the women and children. 
Do you have any comments on that? 

Mr. Lovexapy. I think so, Mr. Dorn. 

Mr. Dorn. Wives and other dependents. 

Mr. Love.apy. I think it is true that this climate, which is uni- 
formly tropical the year round, does have a debilitating effect; and 
I believe it affects women to a greater extent than men. That has 
been my observation during 20 years here. 

Mr. Dorn. Would you feel that would be an additional reason for 
20-year retirement ? 

Mr. Lovetapy. Yes, sir; very definitely. 

Thank you, Mr. Chairman and gentlemen. 

Mr. Garmartz. Mr. Sinclair. 

What is the Government and Civic Employees Committee? Is it 
affiliated with the American Federation of Labor or the Congress of 
Industrial Organizations? Are they United States citizen organiza- 
tions or Panamanian ? 

Mr. Stncuiatr. Non-United States citizens. 

Mr. Garmatz. Where do you live? Are you Government employees 
in any way, shape, or form ¢ 

Mr. Stncuair. Why, sure; we are employed by the Government, by 
the Canal Company-Government, and Armed Forces. Some live in 
the zone and the majority live in Panama. 

Mr. Zrincxe. Mr. Chairman, the Armed Forces doesn’t come within 
our jurisdiction. The Panama Canal employees do, but the Armed 
Forces do not. In other words, local 900 does, but 907 does not. 

Mr. Stnciatr. That may be so, but in this instance here, these non- 
United States citizen employees of the Armed Forces are protected by 
the directives and regulations and policies and laws but 

Mr. Garmatz. Then their problem probably would be the same as 
the other local 

Mr. Srnciai. Not identical, but in some instances, similar. 

Mr. Garmatz. They live in the same localities, have the same food 
problems, and why wouldn’t the one statement cover both ? 

Mr. Srnciair. Then, if you have no objections, I will insert all the 
written documents here. 

Mr. Garmatz. I am not going to confuse the record and I am not 
letting him testify. Have the one representing the Company-Govern- 
ment workers testify. 

Mr. Srncuair. In that case, let the local 900 man testify. 

Mr. Garmatz. All right, Mr. Gaskin. I wish you’d be brief, as we 


have one more witness. 
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STATEMENT OF EDWARD A. GASKIN, PRESIDENT, LOCAL 900, GOV- 
ERNMENT AND CIVIC EMPLOYEES ORGANIZING COMMITTEE, 
AFFILIATED WITH THE CONGRESS OF INDUSTRIAL ORGANIZA- 
TIONS 


Mr. Gaskin. My name is Edward A. Gaskin; and my position is 
that of president of local 900 of the Government and Civic Employees 
Organizing Committee, affiliated with the Congress of Industrial 
Organizations. I was born here on the Canal Zone and am a Pana- 
manian citjzen. With the exception of 4 months spent in the United 
States in 1951, while on a labor scholarship granted by the United 
States Government, I have spent all of my life on the Isthmus of 
Panama. 

This statement is offered on behalf of local-rate employees, as the 
membership of our local union consists solely of non-United States 
citizens employed by the Panama Canal Company-Government 
organization. 

We sincerely appreciate the opportunity afforded us to ee 
in your hearings, and we do hope that our comments will contribute 
somewhat to a better understanding of the many problems affecting 
this large segment of workers. 

Any survey of the employment situation on the Canal Zone will 
reveal that a substantially large force of local-rate workers, predom- 
inantly Panamanians, are employed yearly, numbering around ap- 
proximately 14,000 to 15,000—a very conservative estimate. I’d like 
to say here, too, that this is about the smallest it has been for a long 
time. I can remember as far back as 1909, that we had as many as 
29,000 and 33,000 people, local-rate workers, working for the United 
States Government on the Canal Zone. These workers to whom I 
refer are employed by the Panama Canal Company-Government or- 
ganization, the Army, the Air Force, the Navy, the myriad contracting 
firms, the private shipping interests, and the numerous concessionaires 
operating throughout the zone. 

The figure quoted represents the equivalent of one of the larger con- 
cerns on the North American mainland, and as a result, the labor 
conditions and policies existent on the Canal Zone must perforce play 
a tremendously important part in the socioeconomic life of these 
workers and the members of their families. What is even more im- 
portant to note is the fact that the Canal Zone occupies a strategic and 
pivotal location with regard to the Latin American nations of our 
Western Hemisphere. Their citizens look critically to the Canal Zone 
for their only possible firsthand evidence of North American democ- 
racy in action. 

It is our earnest hope, therefore, that your honorable body shall not 
only sympathetically receive our testimony this afternoon but that 
something shall be done consistently and progressively to improve the 
lot of these workers and their families. For in the ultimate analysis, 
no one stands to gain but our common enemies already hard at work 
throughout Latin America in their diabolical scheme to undermine 
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and subvert our democratic fortresses and thus create, for political 
and ideological exploitation at a later date, dissention and strife and 
unrest amongst the people of our Western Hemisphere. 


1. EXPANSION OF JOB OPPORTUNITIES 


I’d like to add briefly as I go along to some of the summarized state- 
ments. I hope I’m so permitted. 

It has long been the contention of C1O unions in the zone that all 
employees of a democracy are entitled to the opportunity to contri- 
bute to that way of life in accordance with their training and capabili- 
ties. We have also held that there has too long existed a woeful waste 
of human resources among the local-rate personnel through limitation 
of that group to predominantly the more arduous and menial occupa- 
tions. 

Recently, we have been happy to note that (a) Equality of oppor- 
tunity will be afforded to Panamanian citizens for employment in all 
United States Government positions in the Canal Zone for which they 
are qualified except where security factors serve to make undesirable 
the employment of non-United States citizens. May I say here, on the 
question of security, for the record, that the local-rate employees, we 
feel, have an enviable record as far as their loyalty is concerned. They 
have served your Government throughout two World Wars; and 
there have been no instances of sabotage or anything like that on the 
part of these citizens. Positions will be evaluated, classified, and titled 
without regard to the nationality of the incumbent or prospective 
incumbent. (b) Panamanian citizens will be afforded opportunity to 
participate in such training programs as may be conducted for em- 
ployees by United States agencies in the Canal] Zone. 

We hasten to caution and restate, however, that it has always been 
and still is the public and private position of our organizations that 
there should be no wholesale firing or replacement of United States- 
rate employees by local-rate employees. We hold that any transition 
can be accomplished through normal channels largely by attrition— 
retirements, resignations, et cetera. All we have ever requested was 
to know that the restrictive, artificial barriers were removed and that 
we reserved the right to aspire and to expect fair and just treatment in 
return. 

We hasten to commend all those responsible for the attainment of 
this right and we sincerely hope that we can also look forward to ex- 
panded salaries to match these expanded job opportunities. 


2. SALARIES AND THE PRINCIPLE OF EQUAL PAY FOR EQUAL WORK 


I shall refer more to that as we go on. 

We recommend that, in view of the comparable North American 
cost of living economy existent on the Canal Zone and in the two 
terminal cities of the Republic of Panama, Panamanian citizens em- 
ployed on the zone be paid according to United States standards, 
minus the overseas differential and such other allowance which op- 
erate to reduce the disposable income of the United States-rate em- 
ployee as compared with a Panamanian who is a resident of the area. 

According to studies made over the years by our organization and 
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submitted to the Canal Zone administration, we have always contended 
that the cost of living on the Canal Zone and in the terminal cities 
of the Republic, where most of the workers perforce must reside, is 
somewhat comparable to that existent in a number of North Ameri- 
can cities. In fact, in many instances, our studies revealed that the 
cost of living in the terminal cities was not only higher than that 
which prevails on the Canal Zone, but also higher than some United 
States cities. Some years ago, we prepared those—in 1951 and 1952, 
in which we used cities like Miami; Pittsburgh; New York; Cleve- 
land; Boston; Madison, Wisconsin; Akron; and Detroit; where I 
stopped and had friends send me copies of the daily newspapers. We 
made comparative studies—prices of commodity items in the com- 
missaries, in Panama, and in the United States to see what the cost 
of living was, as far as these employees were concerned. I want you to 
note that these did not include rental, which, by and large, is higher 
m the United States. We also did not include the question of seasonal 
changes, because you know we do not have your distinct seasonal 
changes. But as far as the commodity items and furniture are con- 
cerned, we feel that the cost of living in the Republic of Panama in 
the terminal cities is comparable to or higher than that existing in 
a number of your cities on the North American mainland. 

Mr. Garmatz. Anything in here pertaining to the treaty ? 

Mr. Gaskin. Probably indirectly, but not directly. 

Mr. Garmatz. I wish you wouldn’t refer to it if it is in here any- 
where. 

Mr. Gasxtn. Insofar as the job security is concerned ¢ 

Mr. Garmatz. Anything in general referring to the treaty that we 
ask to be eliminated. 

Mr. Gaskin. Because of this fact, we have always held tenaciously 
to the theory that we have been made to live in a predominantly North 
American cost of living economy on a so-called Caribbean wage sal- 
ary. 

To our chagrin and amazement, in the preparation necessary prior 
to the application of the single wage system now in the making, we 
learned that it is intended to continue the long-established policy of 
fixing the pay of particular occupational categories on the basis of 
the prevailing rates of pay in the basic area of recruitment. We were 
to also discover that occupational categories filled by recruitment in 
Panama, on the isthmus, will continue to be paid at rates based on the 
local prevailing rates for comparable employment in Panama. 

One North American witness at a recent congressional hearing made 
the understatement of the year when he said, “The payment of locality 
wages to both alien and United States citizens will disappoint the 
alien personnel and will cause United States citizens to seek employ- 
ment elsewhere.” Not only has the pronouncement of this policy been 
a terrific shock and letdown to local-rate workers, but it has not 
been believed by many as yet. 

When one accepts the fact that Canal Zone wages are by and far 
higher on the average than that existent throughout the Republic 
proper, then the sharp impact of the disillusionment inherent mm this 
statement of policy can be clearly seen by all. When one further 
understands that the vast majority of these workers shall lose com- 
missary privileges at the end of 1956, in addition to having to pay 
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income tax from January of next year, then the economic hardships 
facing them should become easy to comprehend. | 

The vast majority shall have to absorb a significant cut in their 
take-home pay, while all Panamanians residing on the zone shall 
too have to absorb a cut, but to a lesser degree. (See attached table 
which depicts a sampling of a comparative list of commodities, show- 
ing Canal Zone prices as against prices prevailing in the terminal 
cities. 

Me Zinckxe. Mr. Chairman, may I suggest that the statement be 
inserted for such use. In other words, the members of the committee 
go over it and he can testify. 

Mr. Garmatz. That satisfactory to you? 

Mr. Dorn. May I add something there? Under no circumstances 
should this be made a forum to criticize any neighboring country. 

Mr. Garmatz. You say the rest of this has reference to the treaty? 

Mr. Gaskrn. Indirectly, certain sections of it. You take, for ex- 
ample, on page 3, there are certain commitments that are from the 
treaty there. 1, 2, and 3. Panama Canal Company discontinuing 
moving—that’s a treaty item. 

Mr. Garmatz. If there are any other—not trying to cut you out. 

Mr. Gaskin. Workers who cannot at present and those who can 
barely exist on wages now received on the Canal Zone, because of the 
existent inflated cost of living, cannot be expected to take heart and 
shout in glee because of the pronouncement of a principle of equal 
pay for equal work. 

While the workers are not unmindful of the inherently intrinsic 
value of the long sought official pronouncement of such a policy, they 
realistically view its application economically with certain misgivings 
as a result of the locality wage policy. 

We recommend that the whole area of wages and wage policies be 
reviewed thoroughly by this committee, with a view to bringing them 
in line with even normal subsistence levels. The present state of 
affairs can be manipulated in the years ahead to do immeasurable 
harm to the prestige of the United States Government throughout the 
Republic of Panama and this hemisphere. 


3. LACK OF JOB SECURITY AND STABLE WORKING CONDITIONS 


Local-rate workers are extremely doubtful of their future as far 
as job security is concerned. Since 1953, for example, and since the 
Panama Canal Company has been established, the Company has been 
closing a number of agencies as a result of recommendations of the 
General Accounting Office, as a result of recommendations of the 
Bureau of the Budget, as a result of recommendations from the Hoover 
Commission, in streamlining the operations and in consolidatin 
where there were duplications, where many employees, both Unite 
States and local rate, have been reduced in force. Since 1953, the 
Company has closed bakeries at Camp Bierd and La Boca, a concrete- 
penne manufacturing plant at Mount Hope, and a gravel plant at 

amboa. The communities of Chagres, Red Tank, and Pedro Miguel 
were abolished; and along with them all of the maintenance and 
servicing operations—service centers, post office and the like, play- 
grounds and the like—grounds maintenance forces. Well, naturally, 
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if a community is abolished, you can see where that would mean a 
reduction of force of employees. La Boca and its allied supporting 
services are on their way off the Isthmian scene. It should be obvious 
that hundreds of employees have been affected adversely either directly 
or indirectly. 

At June 30, 1954, there were 10,951 local-rate employees on the rolls 
of the Panama Canal Company-Government Organization (excluding 
part-time and irregular employees). This represented a net reduc- 
tion of 1,448 full-time local-rate employees since June 30, 1953. 

Then, there also exist other factors which shall affect future operat- 
ing results and which are of major concern to this army of workers. 

These factors shall involve changes in the scope or type of operations 
with resultant changes in the number of employees needed. 

As a result of certain commitments, the following actions have been 
proposed : 

(1) The Panama Canal Company will discontinue manufacturing 
and processing goods for sale to or consumption by individuals when 
it is determined that such goods are and will continue to be available 
in Panama in satisfactory quantities, quality, and at reasonable prices. 

(2) As of December 31, 1956, commissary privileges will be with- 
drawn from noncitizen employees of Canal Zone agencies who do not 
reside in the zone. 

(3) When Panamanian port facilities are in operation, prompt 
consideration will be given to discontinuing the handling of com- 
mercial cargo for transshipment to Panama and other countries 
on Canal Zone piers. 

These three proposed actions mean that thousands of workers stand 
in genuine fear for their future employment—approximately 100 in 
the service centers; approximately 500 in the manufacturing and 
processing units; approximately 250 in the commissary retail stores; 
and approximately 1,800 in terminal operations. One should also 
bear in mind that any change in the number of employees in any one 
activity has an effect on the operation .of all supporting services, 
because employees are the principal patrons of housing, utility, school, 
commissary, hospital, et cetera. It should also be noted that the 
reduced volume of business shall of necessity increase the unit costs 
in the supporting operations, and which may be added to the already- 
borne economic burden by overtaxed employees. 

What about the question of the railroad ? 

Mr. Garmatz. We hope to discuss that tomorrow morning. How 
much time do you want on it? 

Mr. Gaskin. The abandonment of the Panama Railroad, which you 
know—the economic value of as far as it affects us here, in that a num- 
ber of our members are employed by the Panama Railroad Division— 
and abandonment will also affect a number of these workers 

I am trying to give you an idea of the feeling of job insec urity 
among a lot of these workers. So they’re very, very much worried. 
Right now, there is great unemployment on the isthmus, in general. 
Quite a large number of people are suffering here on the isthmus— 
local-rate workers. So you can see it would be natural for these people 
to feel very much worried about the number of changes that are taking 
pees on the zone in the reducing of a number of its activities—stream- 

ining of a number of its activities. I don’t think this has anything 
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to do with the treaty to tell about conditions in some of our terminal 
cities to give you an idea of the sense of insecurity among: 

Mr. Dorn. May I interrupt you# You say a number of the people 
on the zone are unemployed? You mean in Panama? 

Mr. Gaskin. On the isthmus. 

Mr. Dorn. That would be in Panama and not on the Canal Zone. 

Mr. Gaskin. And naturally whenever a worker loses his job, he 
has to move. 

Mr. Dorn. Doesn’t this unemployment problem confine itself mostly 
to Colon rather than Panama? 

Mr. Gaskin. Panama is a larger city than Colon. So you'll find 
that in Colon there are approximately a little more than 20,000 unem- 
ployed; but in Panama, approximately 25,000 to 30,000 unemployed. 

Naturally, in a situation like that you can see where a large number 
of people are afraid that they are going to find themselves without 
work, unable to take care of their children, at the same time having to 
pay rent and to feed and educate them, as the case might be. Panama 
is a very poor country, so it is unable to take care of a large number of 
these people adequately; as a result the people naturally yearn to try 
to have some means of employment so they can take care of their 
families. 

There are approximately an additional 370 local-rate employees who 
stand to lose their jobs as a result of the proposed abandonment of the 
Panama Railroad. 

The factors discussed above do not include continuing plans to 
streamline the Company’s operations in order to effect certain econo- 
mies; nor do they include mandates from the Congress to consolidate 
certain facilities in order to eliminate duplication. 

Despite the fact that the real major reductions in force are yet to 
come, things could be very little worse already in our two terminal 
cities. Unemployment is already prevalent and the accompanying 
starvation and privation is evident everywhere. People can’t purchase 
in allied commodity markets and take care of the health and educa- 
tional needs of their families when they are either unemployed or must 
spend 50 percent more of their meager salaries for the same insufficient 
volume of food which they formerly needed to keep body and soul 
together. Business is already at a standstill; and more and more 
people, finding themselves unable to pay their rent, have been thrown 
out on the streets to find already overtaxed sleeping space in the parks 
and alleys of the cities. 

If, as was brought out in recent press conferences by United States 
Government officials, the basic motivating force underlying discussions 
during the past year was a genuine desire and attempt to try to im- 
prove the lot of the Panamanians, to make them more agreeable to 
the situation, and to help the economy of Panama, we hasten to make 
the following observations. 

We hold that there yet has to be a growing awareness among officials 
that wages and salaries paid to any nation’s workers, from whatever 
source, are more than a production cost; that in addition, labor in- 
come is the most important generator of consumer demand, the con- 
stant expansion of which is indispensable to the robust health of any 
country’s economy. In a growing nation like ours, personal income, if 
anything, should always be rising in order to provide sufficient pur- 
chasing power to increase consumer demand. 
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Since most wage increases are quickly spent, it bolsters consumer 
demand almost immediately. Investment income, on the other hand, 
goes largely to the well-off who are not required to spend a large por- 
tion of their income immediately and consequently tend to save it, 
where it can do the economy of the country no good. Investment in- 
come is lost from the very beginning unless there is wage income to 
sustain it. Finally, officials should come to realize that not only is 
consumption reduced by the loss of earned income, but in time, what 
little personal savings exist and the ability to credit and borrow also 
are exhausted and levels of family spending must come tumbling 
down. 

We recommend that very sympathetic efforts be made to slow down 
on some of the streamlining and consolidation operations anticipated 
by the Panama Canal Company, while careful observations are made 
of the progress and plans being made in our country to absorb these 
workers and administer to the needs of their families. In addition, 
we also recommend that in this critical transition period, the human 
element is given equal importance in all phases of planning along with 
the economic element. While the Governor recently expressed a deep 
concern, we fully realize he has to carry out policies made at higher 
level. 


4. AWARDING OF JOBS TO CONTRACTORS 


While the awarding of contracts to private concerns to accomplish 
jobs on the Canal Zone has had the salutary effect of easing slightly 
the unemployment situation and of demonstrating for the world to 
see that there are available among local-rate workers many of the skills 
which others have contended that we had not acquired over the years, 
we hasten to suggest that the Panama Canal Company use one of the 
following alternatives before or in the awarding of said contracts: 

(a) We recommend that the Panama Canal Company screen the 
employment practices of some of the contracting firms operating on 
the zone and insist that they and all other private interests allowed to 
operate and hire local-rate workers for work on the zone conform at 
least to Canal Zone employment and wage standards and working 
conditions. 

(b) We recommend that if proposal No. 1 is not possible then 
wherever feasible, the Company should continue the project or projects 
itself. 

Not only are they depriving a number of workers who have recently 
been let out of their jobs because of the fact that the Company has 
decided not to take any of these contracts themselves, but in addition, 
they are perpetrating something else in that they are bringing a num- 
ber of unfair labor standards and practices into the zone proper. We 
find that workers are paid extremely low wages; they do not get vaca- 
tions; they do not get any of the other things that we in labor are 
having to fight for 

Mr. Dorn. What are the low wages? 

Mr. Gasxrn. Contractors pay in some cases 25 and 30 cents an hour. 

Mr. Tumutry. These are contractors who are paying work formerly 
done by employees in the zone. 

me ZincKE. What is the local rate for maintenance painters in the 
zone 
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Mr. Gaskin. Maintenance painters in the zone, I think range around 
D8 cents. 

We feel in many instances the Company could do the job for even 
less than some of the contractors. And, of course, where the ‘profit 
goes is another question; I wouldn’t discuss that here. But the fact 
remains that the workers are not getting any part of it. 

Mr. Tumutty. These workers who work for these independent con- 
tractors—are they union men or are they ¢ 

Mr. Gaskin. In many instances, no. 

Mr. Tumutry. What are the conditions for their retirement? 

Mr. Gaskin. Have to take what they can get. 

Mr. Srncuarr. As independent 

Mr. Tumutty. What about workmen’s compensation ? 

Mr. Srncxarr. Nothing. 

Mr. Tumutry. And then they come in on the zone and work? 

Mr. Stnciair. What we don’t like about the situation, is a union 
man probably or say an employee on the zone making the zone wages, 
because as contracts are given out this man may lose his job on the zone 
and be employed by the contractor at a much lower rate—at the mercy 
of the contractors. So we recommend that the Company or you gentle- 
men obligate these companies to abide by these same working ‘condi- 
tions and pay a fair wage—at least C anal Zone wages. 

Mr. Byrne. Are these same workers paid daily 7 

Mr. Gaskin. At the end of every week, I think. 

Mr. Tumutry. If a worker injures himself on the job, what protec- 
tion has he got for himself and his family 4 

Mr. Srnciatr. None—absolutely. 

Mr. Gaskin. The Company can ill afford at this time the inevitable 
stain of directly or indirectly condoning the somewhat blatant ex- 
ploitation of workers on its leased territory, regardless of whether they 
are Panamanian firms or not. 








5. RETIREMENT 


We recommend that legislation be speedily readied and enacted for 
uniform application of the Civil Service Retirement Act to all United 
States and Panamanian citizen employees of the United States Gov- 
ernment on the Canal Zone. 


6. OPERATING LOSSES OF BUSINESS ACTIVITIES 


It has been the conviction of local-rate workers that business activi- 
ties of the Panama Canal Company have been enjoying a tremendous 
profit, and at their expense, for many years now. It seems therefore 
hard to comprehend, even though the facts have been quite illuminat- 
ing, that there has existed for several years substantial losses in the 
business activities—notably in the commissary division and service 
centers division, and in the amounts of $1,630,000 and $1,080,000, re- 
spectively, over the 3-year period ending June 1954. 

This state of affairs shall be quite difficult of comprehension by the 
average local-rate worker and when compared with releases of sub- 
stantial profits made by the Company at the end of each fiscal year and 
his own limited knowledge of economic conditions in these units. and 
Panama Canal accounting procedure and intricate operations. 
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By that, here’s what I mean: For a long time, now, we have known 
very little about what goes on in the general accounting office of the 
Panama Canal Company, what these profits are or whatever they are 
allocated for. So whenever we read the report of the operations of 
the Panama Canal Company for the fiscal year that was ended and we 
saw these profits, knowing very well, since a number of our people do 
work in responsible positions in some of these units, that they are 
operating at a profit, and knowing that a number of the workers were 
having a hard time, on the meager salaries they now get, to pay those 
prices, even though to some people they are low. We assume that the 
profits were coming out of the commissaries and the service centers; in 
other words, out of a number of the so-called business activities. So it 
was rather amazing, and this is the first time that we have known how 
they allocate a number of these things, and the losses, and that’s why 
we say it’s going to be hard to convince a number of local-rate workers 
of this statement of facts that the business activities of the Panama 
Canal Company had been showing large losses. 

Already the local-rate worker has to pay the same prices as everyone 
else on his substantially smaller salary in all of the business activities, 
except housing—where percentagewise the facts still reveal that he has 
to pay his way. Local-rate workers are eligible to purchase in the 
commissaries, service centers, and other areas where services are avail- 
able for Panama Canal employees. They purchase at the same prices 
as anybody else, on their salaries, which are substantially lower. We 
have different types of housing, and we’d like to make the point that 
not only is the housing different, but in many instances, it’s smaller; 
so proportionately we feel that if you took space, that we are paying 
our way—the space available for what you pay you are paying your 
way. We have had a comparable good housing in Paraiso and Rain- 
bow City in the recent 3 or 4 years. And there again, we feel that 
local-rate workers are paying their way as far as housing is concerned. 
In addition, revenues from business activities have been adversely af- 
fected by reduction of the number of employees who are the principal 
customers. Further reductions are expected shortly in employee-cus- 
tomers. As you reduce the force, since the principal customers are 
employees, and since, after all, the Panama Canal Company only de- 
rives income from tolls or from its employees through services that are 
furnished them, then you can see that if you reduce the number of 
employees, you reduce the volume of your principal consumers, the 
people who have to purchase from these service agencies—with further 
reductions expected—the Panama Canal Company has not as yet 
brought into line all of its duplication of facilities on the zone— 
then you can see where that is still going to lower the number of con- 
sumers in the number of these business enterprises. As the force of 
employees is reduced, a more realistic wage and price policy will loom 
more urgent. 

We concur with other appearing before this committee that there 
should exist a price — for commodities and services available to 
employees and members of their families; but we further recommend 
that the salaries of local-rate workers be geared to the cost of living 
existent for all alike. 

I'd like to refer, if I may, to 1 or 2 items very briefly that have been 
brought up by previous witnesses. 
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It is the position of all organizations that the nature of an absentee 
board, as we now have, is not in the best interests of the employees. 
We feel that the Board of Directors should be cognizant and aware 
of the problems of the employees and conditions under which they 
work. As a rule, the Board members are not very familiar—some of 
them are former governors of Panama Canal, but even then, we workers 
like to feel that they have not gotten down to the grass roots, the 
problems that affect the workers in the field and the shop and the 
particular job location. We feel, therefore, that some attempt should 
be made to have the Board become more acquainted with the problems 
affecting the employees by meeting more often in the zone, and we’d 
like also to recommend that it be made possible for the employees’ 
representatives to appear before the Board in order to inform them 
of some of the things that they cannot see because they cannot be on 
the field day after day. 

With regards to the McCarran amendment, I’d like to say a word or 
two. The McCarran amendment relegates local-rate workers to the 
most menial occupations. When we say “local-rate workers,” we are 
thinking of all of the noncitizen employees. The vast majority of 
them are Panamanians, but we do have a number from the South and 
Latin American countries and from the West Indian Islands. So 
we definitely are not in favor of some of the recommendations made 
here about the McCarran amendment. 

Clerical positions—we in local 900 and the other C. I. O. union on 
the zone are not for having our workers used as a means of lowering 
wage levels on the Canal Zone. We are definitely against it. But 
let us say that expanded job opportunities have not meant for Pana- 
manian workers the same wages for a number of the jobs that formerly 
belonged to United States rate workers. This thing has not been of 
our making. We assumed that workers would get a little bit more, 
since we have contended very long that the wages are not as yet sub- 
sistence-level wages in many instances. So even though there was to 
be the equality of job opportunity as mentioned by Mr. Lovelady, it 
has not been totally the kind of equality of opportunity that we had 
anticipated. 

With regard to civil service, may I say that Panamanian workers are 
eligible to take civil service examinations. There are many Pana- 
manian citizens who have taken the examinations and have scored 
high. In many instances they have not been called for civil-service 
positions. But because of the unemployment and economic situation 
existent, if they are called for a job, then they are going to accept that 
job. And that has been the situation, I think, without anyone believ- 
ing that it has been the making of the workers themselves. 

I don’t know if there are any questions, gentlemen. I don’t want to 
take up any more of your time. 

Mr. Garmatz. How many people does your organization have? 

Mr. Gaskin. It represents, roughly, 1,000. 

Mr. Garmatz. You say that they are employed by myriad construc- 
tion firms and private shipping interests, or does your local represent 
just government ? 

Mr. Gaskin. Just government—no outside interests. 


Mr. Garmatz. No private shipping—none of your membership of 
1,000. 
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Mr. Gaskin. Yes, sir. 

Mr. Auten. Mr. Gaskin, we’ve heard the argument—at least I 
have—if we should establish wages and working conditions for the 
local-rate people equivalent to the standards for the United States 
rate, we would then create within the Republic of Panama a pre- 
ferred group whose standard of living would be far above the stand- 
ard of the citizenry of Panama generally, and that that would be a dis- 
turbing influence in the Republic of Panama. Would you comment 
on that suggestion ? 

Mr. Gaskin. We heard that some years ago, and we have had some 
of the recent presidents of the Republic take an opposition on that 
matter—that that is not true; after all, the Canal Zone employees 
are only so many workers. It appears to me that this should have a 
salutary effect on helping to raise the standard of living of the workers 
in the Republic, rather than the other way around. We don’t hear 
the argument, for example, that the rich class in the Republic—that 
they live different or a privileged group; so we don’t see how a group 
of workers who labor with their Siesio—ahnanbs because they spear- 
headed the way for their brother workers, who can also enjoy the 
benefits of democratic trade-unionism and also attempt to raise their 
standard of living, are to be considered a privileged group among 
the workers. 

Mr. Dorn. These painting contractors and the people they employ— 
getting back to that for a moment—the wages that they pay, about 
35 cents an hour—isn’t that comparable to the wages that are paid 
painters in Panama itself? 

Mr. Gaskin. In some instances; yes. 

Mr. Dorn. Couldn’t you also find painters that get less? 

Mrs. Gasxtn. In the Republic? 

Mr. Dorn. Yes. 

Mr. Gasxrn. Well, I wouldn’t make that very general statement; 
I don’t know everything that goes on. But I’d say, by and large, 
they have been exploiting the unemployment situation. 

Mr. Dorn. By and large, aren’t they paying the wages of the local 
people—that is, the citizens of Panama and what the citizens of 
Panama have been working for in general? In Panama you have 
wages that are low and wages high, also. I know there are wages of 
$20 a week and probably lower, because I’ve spoken to people who 
were getting that. Isn’t the Panama wage standard for a painter 
set at approximately 35 centsan hour? I don’t think they should earn 
that low wages. I want to find out. 

Mr. Srncrarr. What I want to say, for the painter in Panama, it 
exactly depends on who he works for actually. Exactly depends on 
who the guy works for. And that is mostly true in all of the 
classifications. 

Mr. Tumutry. At any rate, they get less than they would have got 
if the Canal Company hired them. 

Mr. Garmatz. Thank you, Mr. Gaskin, for appearing as a witness. 

Mr. Gaskin. Thank you, gentlemen. 

Mr. Garmatz. Will you give your full name and whom you repre- 
sent, for the record ? 
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STATEMENT OF DANIEL PATRICK KILEY, DELEGATE OF LOCAL 397, 
INTERNATIONAL BROTHERHOOD OF ELECTRICAL WORKERS 


Mr. Kitey. My name is Daniel Patrick Kiley. I have been dele- 
gated by Local 397, International Brotherhood of Electrical Workers, 
to appear before your committee to testify. I appreciate the honor of 
appearing before this congressional committee—the first time I have 
ever had this honor and pleasure—and I feel that this is a rare case 
of democracy in action in the Canal Zone, because of our distance 
from Congressmen and our States residence. ; 

I don’t know if I will be stepping on anyone’s toes or anything 
should be changed in my ideas here; but if there are, I would appreci- 
ate being told so. 

First on my list—British colonial policy: The British colonial 
policy is being followed by the Panama Canal. I make this statement 
from observations and have been supported in this contention by 
Under Secretary of War (the Army) Roderick’s testimony during the 
treaty hearings. This policy uses local labor in its entirety with the 
exception of a Governor and a small supervisory group. ‘This policy 
also exploits the local laboring force. The Panama Canal Company 
is indirectly exploiting the laboring force here when work is let out 
to contract. The example given in earlier testimony of painting con- 
tracts should be sufficient to point out my contention. These con- 
tractors, it has been reported, had sublet contracts on a piecework basis. 
They do not have to be minimum wages on the Canal Zone (there 
is nO minimum-wage law) or observe other labor laws of the United 
Statesor Panama. Safety regulations are nonexistent. Injury com- 
pensation is not paid. If the Panama Canal Company did this job, 
they would have to observe strict safety regulations; give injury com- 

yensation ; and pay a higher hourly wage. Yes, I believe that a paint- 
ing job can be done at a lower cost under the conditions that have been 
enumerated, but I do not and cannot believe our Government wants 
conditions such as these on any Federal operation. 

Returning veterans: Recently it has been called to my attention that 
previously stated policy was responsible for the fact that several 
United States citizen apprentices that entered the Armed Forces from 
their apprenticeships were not being returned to their apprentice- 
ships when they completed their tour of duty and returned as veterans. 
The canal ruled that they were temporary employees and were not 
protected by the Veterans Act. This is caused directly by the Com- 
pany’s policy of letting work out on contract. 

Transfer to Department of Commerce: Proponents of the status 
quo reasoned that in time of war there wouldn’t be any need for a 
change from civilian administration to a military administration and 
that the civil engineering corp’s know-how is necessary. If the first 
reason advanced is paramount to our winning a war, then the military 
would have to be in charge of most branches of our Government and 
most private business. The second reason advanced does not apply 
to the Panama Canal, as demonstrated recently when the Company 
advertised for bids concerning the engineering and design of ap- 
proximately 114 miles of road. I believe that a civilian administra- 
tor, if appointed as Governor of the Canal Zone and President of the 
Panama Canal Company, would put the canal enterprise more in line 
with other Federal agencies. 
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Shipping subsidies: I am 100 percent in favor of shipping sub- 
sidies for American-flag ships, but I am not in favor of this subsidy 
being given by the Panama Canal Company. The basic purpose of 
a subsidy is defeated; namely, to put United States-flag ships on a 
more competitive basis with other countries’ ships. By subsidizing 
canal transit in the way of tolls, the two-thirds foreign transits re- 
ceive the same consideration that the one-third United States-flag 
ships do. It is also objectionable that tax money being given as a 
subsidy to put United States-flag ships on a competitive basis is being 
used by shipping companies to lobby against United States citizen 
taxpayers on the Canal Zone. I may be in error, but I understand 
in the testimony the other day there was some question of testimony 
going to be entered about percentage of United States——— 

Mr. Garmatz. What did you say about lobbyists down here doing 
what ? 

Mr. Kirey. My contention is that as a taxpayer, money goes into 
the United States to subsidize—I am in favor of that; but I feel that 
when a man or a lobbyist or attorney or individual employed by 
the steamship association states that the percentage of United States 
citizen employees, on the Canal Zone, should be lowered or anything 
like that, then I am or would be opposed to the use of my tax money 
in that method. 

Mr. Tumuury. In order words, you don’t want them to use your 
money against you ? 

Mr. Kirry. Yes, sir. 

Allocation of cost: As proposed by, et cetera, and 7594 are not con- 
sistent, in my opinion, with private business practices. The United 
Fruit Co., General Electric, and many other firms in the United States, 
and overseas, give fringe benefits to hteir employees that is charged to 
the product that they sell. Would the shipping companies have 
favored this system of cost allocation in the days that canal transits 
averaged only 8 or 10 ships a day and will they still favor this type of 
cost allocation if and when canal transits return to 8 or 10 ships a day. 
We all know that another formula, and maybe justifiably so, will be 
advanced at that time. 

I don’t think that the record would be complete without this item, 
savings to shipping: “Panama Canal, Funnel for World Commerce,” 
is a small pamphlet prepared by the Panama Canal Company, and 
I quote from that: “The average vessel pays $4,000 to $4,500 in tolls 
but may save as much as $50,000 in 1 voyage by cutting off 7,000 
miles from 1 trip and saving 20 days in sailing time between its 
terminal ports. The aggregate saving to ships using the Panama 
Canal in operations during 1 full year amounts to as much as $150 
million.” For the record it should be pointed out that tolls charged 
by the Panama Canal since 1914 have not increased. In fact, about 
1937, tolls were decreased but a different method of computation, 
resulted in the same tolls being paid by a ship before and after the 
change. 

Another point of interest—and it should be interesting to Mr. 
Mayer in the shipping—that ships traveling in ballast or otherwise 
do not pay for deck cargo. My observation as an employee on the 
Panama Canal is that the biggest percent of ships taking advantage 
of this are foreign ships. I have observed in particular one case 
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where a British ship was going through in ballast and had its com- 
plete cargo of probably a hundred and so automobiles on the deck. 
They make no payment for this. ; 

The way I understand from Mr. Mayer’s testimony, the Pacific 
Steamship Association does not want to place further burden on 
Canal Zone employees, in fact feel that they should be relieved of some 
burdens. ; 

Housing: I shall not repeat previous testimony but would like to 
point out that Panama Canal employees cannot own houses on the 
Canal Zone and cannot have guests stay in their homes without per- 
mission. In the United States an individual can purchase a home 
better than the one I live in here for $75 per month. In the event 
that their work requires them to move to another location, they can 
either rent or sell this house. Many times in the last 10 years I have 
talked with military personnel that have bought a house during a tour 
of duty and because of an inflationary economy have sold the house for 
more than the money they have invested. They have lived rent free 
during this tour of duty. 

Salaries: Previously some questions were asked concerning wages 
before income tax was imposed and after income tax was imposed on 
the Canal Zone. I would like to state that although there have been 
increases in salaries to the employees, as a whole, the basic computation 
of wages is the same now as previous to the imposition of income tax 
except in a few top positions Actually many have been downgraded 
or reclassified unfavorably. 

Tncome-tax return—referred to “plow back”: One point on that is 
the Federal Government in the United States has paid or contributed 
to highway costs, filtration plants, schools, parks, and school lunches. 
Cities and towns near these highways or that have these are not ex- 
pected to pay interest on this investment or capitalization charges to 
my knowledge. There has been no consideration of this kind on the 
Canal Zone. 

So-called Losses.—Many losses are paper losses but these so-called 
losses would not occur in most instances except for treaty obligations 
and standards set by any United States Government operation. 

Twenty-five Percent Differential—Originally the 25 percent differ- 
ential was a limitation placed on wage inducements that the Canal 
Company could offer to attract well-qualified United States citizens 
tothe zone. Before this limitation, some categories of employees were 
paid much more than 25 percent. At the present time, some employees 
do not receive the full 25 percent differential, and there is also a time 
lag up to 6 months between States adjustments and the Canal Zone. 

This morning voting privileges were mentioned, and I would like to 
state it is very difficult in most Canal Zone employees’ cases to obtain 
and vote by absentee ballots. Many States have certain rules and 
requirements that have to be adhered to. Also, the privilege of voting, 
although by absentee ballot—Panama Canal Company employees are 
scattered throughout the United States. We do not vote as a block or 
unit or group. For example, conditions concerning a citizen of 
Lawrence, Mass., where my father came from, if unfavorable to the 
group in that location, would react accordingly and vote to their best 
interests ; where down here, our voting would be, say, in Massachusetts, 
New Hampshire or New York, and so on, so we do not have that privi- 
lege of expressing things in a group to our representatives. 
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Also was mentioned health service here and in the United States, the 
difference in costs. I’ve found this summer in the States that on health 
service, many doctors now, because they’re so busy, want their steady 
patients to call them on the phone and they prescribe to them over the 
phone, for which there is either a less charge than there would be for 
a house call. Down here, we have to go to the hospital and pay, which 
is less per call than you would in the States. 

I would like to suggest to Congressman Dorn and other members of 
this committee—especially Congressman Dorn, because he brought the 
point up—to bend every effort to stop or reverse the Panama Canal 

Yomnpany’s policy to replace United States citizens. 

One point on standard of living is that educational opportunities on 
the Canal Zone are not equal to the educational opportunities in the 
United States. It is necessary at an age when a boy or girl needs 
parental supervision that the home is broken up; the child, if the 
father or mother are in position to finance him to continue his educa- 
tion, is sent to the States. 

The cost-of-living formula doesn’t present a true picture of prices 
in the United States. In many cases, the listed price is not the price 
paid by the consumer—automobile parts, electrical material, and at- 
traction specialties is at a much lower cost in the States than generally 
advertised. Here we either pay commissary prices or purchase in 
Panama, where there are, in many cases, varying prices on consumer 
goods, depending on who the customer is. A comparison of the United 
States and the Canal Zone is not equitable unless all factors are con- 
sidered, and time would not allow a complete documentation of the 
conditions on the Canal Zone. 

The Principle of Local Taxation or Value Received.—State taxes 
are paid by United States citizens, property taxes if he owns property, 
and other city taxes, but he receives and has a voice and vote in the 
expenditures of these taxes and how much these taxes should be. There 
are reasons here that additional funds have to be spent. For example, 
a town in the United States the size of Balboa would not require the 
police protection that Balboa has or should have because of the prox- 
imity to the border of several million people. There are other factors, 
as a result of the physical location and treaty obligations. 

I'd like to state we are still in favor of the relocation of the Albrook 
Airfield—better stated, that we favor the abandonment of Albrook 
Field and oppose the abandonment of the railroad. During the over- 
haul of the locks, many employees are transferred to the opposite 
side and appreciate the safety and availability of the railroad as 
compared to a winding and many times fog-bound isthmian highway. 

Board of Directors or Advisory Board.—I do not take the stand 
that shipping companies shouldn’t have a member or that they should, 
but would like to point out that while there are records of labor par- 
ticipation in management, it is noval to have a customer on a board of 
directors in any private business. 

I would like to conclude with the following statement: The full 

value of the Panama Canal to the United States during the World 
War II war effort and the Korean war cannot be measured in dollars 
and cents alone, but in lives saved of our brother citizens—possibly me 
and maybe you. 

I thank the committee. 
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Mr. Byrne. Mr. Kiley, as a member of the Veterans Affairs Com- 
mittee—would you say you had some veterans who returned here, 
returned to get work and were refused work? 

Mr. Kitry. Yes, sir. The interpretation was that as apprentices 
they were temporary employees so therefore the Veterans Act did 
not apply to them. 

Mr. Byrne. How long were they employed before they went into 
service ? 

Mr. Kitey. That probably varies—the total apprenticeship time 
from 3 to 5 years. 

Mr. Byrne. Do you know if the Veterans representative took that 
up with the Government? Before you go, will you give me their 
names? 

Mr. Kirry. The employees’ names? Yes, sir. 

Mr. Tumutry. The airfield you mention is the one that has planes 
taking off over this building and over the school ? 

Mr. Kitry. Yes, sir—the planes that we hear over our heads that 
go right over that grade school, yes, sir. 

Mr. Tumuury. And it has been said that the school might be re- 
moved rather than the planes. What is your position in respect to 
that ? 

Mr. Kirey. I believe that would be a step in the right direction. 
L was here when an airplane hit the Jewish Welfare Home over on La 
Boca Road and killed Rabbi Witkin’s wife at that time. 

Mr. Tumuury. I come from New Jersey—I can sympathize with 
you on that score. Your feeling is that either one or the other should 
be removed ? 

Mr. Krzry. Yes, sir. 

Mr. Byrne. If they moved the school, where would they place it? 
Conveniently to the pupils? Four or 5 miles? 

Mr. Kuirey. I feel it would have to be, because children of 5, 6, 7, 
and 8, unless adequately supervised—it would be another problem in- 
volved there; and also giving them their lunches and things like that. 
It would be best to be close to their homes; that would be desirable. 
Mr. Dorn. Wouldn’t it be possible for planes to hit this building 
too’. 

Mr. Kiney. Yes, sir. 

Mr. Dorn. You wouldn’t object if planes hit this building? 

Mr. Kitey. Right now I would because I’m in it. Aside from that, 
I wouldn’t want a plane to run into anyone in this building or any- 
where. 

Mr. Tumutry. We hope they don’t fall at all. 

Mr. Garmarz. Only one question—about the fog. We might take 
that up—maybe a question tomorrow as to how much fog they have 
here and what it does to the highways and does it affect the trains. 
Can they run in fog? I am just wondering, maybe it is something 
we might discuss tomorrow morning. I am just wondering what effect 
it would have on road or railroad. 

Mr. Kier. I can appreciate the pilot’s stand on that, because re- 
cently some of the pilots were injured in an accident on the trans- 
isthmian highway. 

Mr. Garmarz. Anything else? [No response.] All right, Mr. 
Kiley, thank you for appearing here as a witness. 

Mr. Kitey. Appreciate it. Thank you very much. 
(Whereupon at 5: 30 p. m., the hearings were recessed. ) 





CHANGES IN THE ADMINISTRATION OF THE PANAMA 


CANAL COMPANY 
THURSDAY, DECEMBER 8, 1955 


Howse or REPRESENTTIVES, 
SUBCOMMITTEE ON PANAMA CANAL OF THE 


CoMMITTEE ON MercHANT MARINE AND FISHERIES, 
Balboa Heights, Canal Zone. 


(Immediately following conclusion of hearings in the matter of 
proposed abandonment of Panama Railroad at 10:30 a. m., December 
8, 1955, hearings were resumed in the matter of providing for certain 
changes i in the administration of the Panama Canal Company. ) 

Hon. Edward A. Garmatz (chairman) presiding. 

Mr. Garmatz. Governor, we have had several organizations testify, 
the labor group and the citizens’ group and one or two others and we 
have considered their statements, in turn, and have formulated some 
questions. And if you have no objec tion now, we would like to go into 
some of the general questions relative to the commissaries and working 
conditions in the Zone and just a little on the general problems. 


STATEMENT OF J. S. SEYBOLD, GOVERNOR OF THE CANAL ZONE; 
ACCOMPANIED BY HUGH M. ARNOLD, COLONEL, CORPS OF ENGI- 
NEERS, UNITED STATES ARMY, DIRECTOR, ENGINEERING AND 
CONSTRUCTION BUREAU; B. I. EVERSON, DIRECTOR, TRANS- 
PORTATION AND TERMINALS BUREAU; PAUL RUNNESTRAND, 
SPECIAL ASSISTANT TO GOVERNOR-PRESIDENT, CANAL ZONE 
GOVERNMENT, PANAMA CANAL COMPANY; W. MERRILL WHIT- 
MAN, SECRETARY; PHILIP L. STEERS, JR., COMPTROLLER; HUGH 
A. NORRIS, ECONOMIST, EXECUTIVE PLANNING STAFF; AND WIL- 
LIAM G. AREY, JR., INFORMATION OFFICER, PANAMA CANAL 
COMPANY 


Governor Sryrnoip. I have prepared statements on the legislation I 
thought was on the agenda and I’m sure has been discussed here; and 
if the time is too short to read them, I certainly would like to have 
them placed in the record—at least our statements on H. R. 7239, 7305, 
7393, 7558, 7564. These are the bills pending before your committee 
which would reorganize the Panama Canal Company in certain as- 

ects. And likewise, I have prepared a statement on H. R. 6917, 7645, 
(697. Ihave the two statements covering the three resolutions which 
provide that certain expenses of the Panama Canal Company and 
Canal Zone Government be paid from tolls and other purposes. I hope 
that there will be time to read them; but if not, at least I would like to 
have them put in the record. 
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Mr. Garmatz. I think most of this discussion of the last few days, 
Governor, has been in reference to the particular bills you speak of. 

Governor Srersotp. Would it be advisable to read the statements? 

Mr. Garmatz. Any one of them. 

Governor Seysotp. One is commonly known as the shippers’ bill 
and one, the employees’ bill. The statement on the employees’ bill 
is fairly short. 

Mr. Garmatz. We may hear the employees’ bill, because employees 
are here. In Washington we can hear the shippers’ bill. I think they 
have a little more time and money to spend than the employees. So 
maybe if we discuss the employees’ bill—if it is all right with you. 

xovernor SEyBoLp. Yes,sir. Employes’ bill, H. R. 6917. 

I have also distributed to the committee a prepared statement which 
is quite short, and which I think would be of general interest to the 
committee, because we should think of the overall picture of the Canal 
Company at various times. With your permission, I’d like to read this 
statement—it’s very short—and place it within the record. 

Financial results—traffic: I have not appeared before this commit- 
tee since the close of the fiscal year 1955, and it may be of interest to 
note briefly a few facts about that year’s operations. 

The Company closed out the year with a net income of $581,134. 
A small deficit had been budgeted, but the continued high level of 
traffic by commercial vessels and added economies accounted for the 
favorable result. Tolls from commercial vessels were the highest on 
record. However, the transit of United States Government vessels 
dropped sharply to $1,217,536, which was $214 million less than in 
1954. This decrease, together with increases in operating expenses 
as a result of new fringe benefits granted to employees by law, ac- 
counted for most of the drop of about $3.6 million in net income as 
compared to 1954. 

During fiscal year 1955, the Company paid into the Treasury a 
refundment of capital in the amount of $10 million. This payment, 
together with the annual payment into the United States Treasury of 
interest on the investment, net cost of Canal Zone Government, and 
the annuity to Panama, which are legal requirements, brought all such 
payments by the Company to the Treasury in the 4 fiscal years since 
the 1951 reorganization to a grand total of $85,814,419. 

During this same period, when canal traffic has reached an all-time 
record high, our total employee force has decreased from about 19,300 
on July 1, 1951, to about 14,175 currently, a decrease of over 26 percent. 

Our experience during the first 4 months of the current fiscal 
year indicates a continued high level of commercial traffic. We esti- 
mate that the Company will again show a small net income this year. 
The new treaty has of course not yet influenced our fiscal status, as 
it will in the near future. 

I think that’s just a general overall statement concerning the 
operations of the Company in 1955. 

Mr. Auten. Governor, where did the $10 million come from? 

Governor Seypoip. That was our cash balance that accumulated 
through earnings. 

Mr. Auten. Is that the $10 million set up on the emergency fund? 

Governor Srypotp. No; that was another $10 million. 


Mr. Aten. But this isn’t a charge against revenue—deduction of 
cash on hand? 
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Governor Srysoitp. An independent base. 

Now, referring to H. R. 6917, H. R. 7645, H. R. 7697, “to provide 
that certain expenses of the Panama Canal Company and the Canal 
Zone Government shall be paid from tolls, and for other purposes,” 
the bills would amend the tolls statute so as to require tolls to recover 
certain costs, the principal object being to provide further benefits 
to Government employees in the Canal Zone by reducing the prices 
charged them for goods and services provided by the Panama Canal 
Company and the Canal Zone Government. 

The general effect of the bills would be to remove certain elements 
of cost from some or all of the activities that are conducted by the 
Company in support of the tolls-producing transit of vessels through 
the canal. 

The elements of cost fall into 3 or 4 categories: The cost to the 
Company of retirement and injury compensation benefits for its 
employees represents one category. A related category of personnel 
employment costs, covered in H. R. 6917 but not the other two bills, 
refers to so-cailed fringe benefits for employees, presumably meaning 
such things as vacation leave, travel benefits, group life insurance, 
and so forth. Another category of costs is interest and depreciation 
on employee service facilities: Namely, housing, commissaries, and 
service centers. A further category is Canal Zone Government costs. 

Enactment of the proposed legislation would result in lower prices 
charged for goods or services sold by the numerous activities oper- 
ated by the Company-Government in support of the canal. Although 
the employee-service activities are snehants the principal activities 
intended to be affected, all other supporting activities—for example, 
harbor terminals, and the water, power, and telephone systems, would 
also be affected by a shifting of some of their costs to tolls. 

Likewise, although Company-Government employees in some cases, 
and all Federal employees in the Canal Zone in other cases, are the 
beneficiaries with which the bills are believed to be principally con- 
cerned, other users of the numerous Company activities would benefit 
by lower prices. For example, the transfer of all retirement and sim- 
ilar costs to tolls would reduce prices to nonemployees and other Gov- 
ernment agencies who buy commissary goods, electric power, water, 
and a great many other goods and services. And for the same reason, 
commercial users of the railroad or harbor terminals, for example, 
would benefit. 

The broad policy issue presented to the Congress is whether the 
various categories of costs involved should be borne by the tolls- 
producing canal activity, as proposed by the bill, or should instead 
be continued to be reflected either in general corporate expenses or the 
direct operating costs of the particular activity is involved, as at 
present. 

At the present time, the Company-Government aims to recover all 
direct costs of services rendered to employees, plus in most instances 
a reasonable contribution to indirect or general expenses. In a few 
cases, such as medical services and schools, it is not feasible to recover 
full direct costs. 

The compensation of our United States citizen employees is based 
upon the wages prevailing in the United States for comparable work, 
plus an overseas tropical differential of 25 percent. The general price 
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level of the goods and services we furnish to the employees is also 
comparable to the general price level in the United States with no 
comparative added differential. This being so, the prices are not in- 
equitable, in my opinion. We are now in the process of developing 
more complete data comparing Canal Zone prices with those in the 
United States. Our preliminary results confirm that the overall com- 

arison is not unfavorable to the Canal Zone employees. We have 
ound nothing in our research to date to controvert this view. 

As an operating matter, the freezing of detailed pricing formulas 
in a statute restricts the flexibility of management to meet changing 
circumstances in a business-type enterprise. I realize, of course, that 
restraint on management is exactly what this proposed legislation 
intends. 

As a further operating matter, I should point out that the legisla- 
tion would require a dual pricing system which would cause some 
administrative complications. Canal Zone Government costs are not 
now allocated to the employee-service activities, and they are therefore 
not a direct factor in present commissary, service center, and housing 
prices. However, in certain other areas—auto repairs, goods pur- 
chased from the storehouse—and in the case of the fringe benefits in 
all affected activities, including the employee-service activities, a dual 
pricing system would seem to be inevitable. 

However, as I stated earlier, this proposed legislation presents broad 
policy issues concerning whether rr part of certain types of costs 
of the Company-Government should be passed on to employees where 
the Company-Government as an employer acts also as the landlord 
and the operator of business-type activities serving these employees. 

There may be merit in some of the arguments of the sponsors of this 
legislation who feel that such costs should be absorbed in tolls. I feel 
obligated, however, to question the necessity of the legislation because 
overall prices to employees are believed reasonable and fair under our 
administration of the present law. 

I would suggest we go to my other prepared statement and read as 
much as the time allows. The statement covers H. R. 7239, 7305, 7393, 
7558, 7564, “to make certain changes in the administration of the 
Panama Canal Company, and for other purposes.” 

Several identical bills are pending before your committee which 
would reorganize the Panama Canal Company in certain important 
respects, and would amend the tolls statutes and other provisions of 
law of a fiscal nature. These bills are H. R. 7239, 7305, 7393, 7558, 
and 7564. 

The bills are long and detailed and involve a variety of subjects. 
At the request of your committee we have prepared a comprehensive 
report on H. R. 7239 and some time ago sent that proposed report to 
the Bureau of the Budget for clearance in accordance with executive 
branch requirements. It is expected that the report will be cleared 
by the Bureau of the Budget in due course and forwarded to your 
committee. This report in its final form will state the detailed position 
of the canal administration on the proposed legislation. 

Subject to the qualification that our comments on these bills have 
not yet been cleared by the Bureau of the Budget, I might review the 
general position of the canal agencies on the various issues raised by 
this proposed legislation. 
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Transfer to Department of Commerce: The first two sections of the 
bill would remove our present organizational tie with the Secretary 
of the Army as representative of the President of the United States 
and, instead, would place the Panama Canal Company in the Depart- 
ment of Commerce, the Secretary of which would be the statutory 
“stockholder” of the corporation. Other amendments in the bill have 
the effect of depriving the so-called stockholder of any specific statu- 
tory function. Unless that ambiguity was intended, some clarifying 
revision seems indicated. 

But apart from that point, and considering merely the broad policy 
question of whether the Panama Canal Company should be associated 
with the Secretary of Commerce rather than the Secretary of the 
Army, it is our recommendation that the present arrangement, which 
we believe has been successfully tested by time and experience, is in the 
best interest of the canal enterprise and of the United States and that 
transfer to the Department of Commerce would not be advantageous 
or serve any superior purpose. 

In discussing the canal, much is always said of the commercial 
aspects of the enterprise; and I suppose the mere terminology influ- 
ences the suggestion that the organizational tie should be with the De- 
partment of Commerce. Yet very little if anything can be said to 
demonstrate that the canal under its time-tested present organization 
has not been administered in an economic and efficient manner. I 
think it important, in appraising these proposals, that we bear in mind 
that they originate with, and are presumably intended to benefit, spe- 
cific special interests. While the organizational effects of this and 
related proposals in the bill are of consequence to the canal administra- 
tion, they do not affect or change canal operations, nor do they solve 
or change the fiscal and other problems that would still be for con- 
sideration by the Cougress on the basis of conflicting interests, regard- 
less of what department in Washington is assigned responsibilities 
concerning the canal, 

In performing its primary mission of transiting ships from one 
ocean to the other, the Panama Canal serves both national defense and 
interoceanic commerce. The civilian and commercial character of the 
operations of the waterway in peacetime is obvious. But the impor- 
tance of the canal and its defense in time of war and the necessity for 
peacetime preparation for such defense are equally apparent. 

It is our belief that the necessary coordination can best be accom- 
plished under the present arrangements whereby the executive super- 
vision is vested in a single official, namely the Secretary of the Army, 
who has requisite top-level authority over both the military and 
civilian aspects of the canal enterprise. This arrangement provides 
desirable continuity of interest, authority, and responsibility through 
periods of war and peace. 

Canal Zone Government cost: Section 3 of the bill would have the 
effect of removing certain governmental costs in the Canal Zone from 
the fiscal burden of the Panama Canal Company, and with one pos- 
sible exception, shift such costs to the United States Treasury, which 
of course means the general taxpayer, and raises questions of subsidies 
to foreign and domestic shipping. 

Under present law the Panama Canal Company reimburses the 
Treasury annually for the net costs of operation of the Canal Zone 
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Government. Included within the activities of the Canal Zone Gov- 
ernment are, for example, certain custom and immigration services 
which we perform for the Government of Panama. The proposed 
legislation would require that the annual cost of these custom and 
immigration services, estimated at $250,000, be paid for by the United 
States Bureau of Customs in the Department of the Treasury and the 
Immigration Service in the Department of Justice, respectively, on 
the theory that those other Government agencies are the ones which 
normally provide such services. 

On the same basis it is our understanding of section 3 of the bill that, 
for example, the cost of the Canal Zone Postal Service would be re- 
quired to be reimbursed by the Post Office Department, and similarly 
other Federal agencies in the United States such as the Bureau of 
Prisons and the FBI would be expected to reimburse the Canal Zone 
Government for functions that correspond to those usually performed 
elsewhere by such other agencies. 

As a matter of fact, these other agencies in the United States have 
no function or responsibility in the Canal Zone. For example, the 
Canal Zone is entirely outside the customs and immigration barriers 
of the United States custom and immigration laws generally and these, 
as well as the postal service and other governmental activities involved, 
are all vested by law in the Canal Zone Government itself. 

It does not seem logical to bill the other Federal agencies for the 
Canal Zone activities in which they are in no way involved and con- 
cerning which they have no function or responsibility. 

The proposal to do so necessarily presents a new concept or rationale 
which seems to treat each of the various Government activities in the 
Canal Zone which have any counterparts elsewhere in the Federal 
Government in the continental United States as being the financial 
responsibility of that counterpart. In contrast, the congressional con- 
cept from the beginning, and most specifically since the 1951 reorgani- 
zation, has been that the Canal Zone Government activities, like all 
the other activities of the canal operation, are integral parts of the 
single canal enterprise, the costs of which as a whole should be borne 
by the users of that enterprise. 

The current and past law has clearly embodied the understanding 
that these governmental functions in the Canal Zone exist only be- 
cause of, and as essential adjuncts to, the maintenance, operation, and 
protection of the canal itself. This is true of schools, the health 
services, police and fire protection, and all other governmental func- 
tions. If there were to te a change in philosophy and a transfer of 
the cost of some of these functions to the general taxpayer, then the 
same reasoning inherent in the proposal would relieve the canal of 
the burden of all such functions. But this would be contrary to 
what has always been considered a basic premise; namely, that the 
users of the canal should pay the cost of all the functions in the Canal 
Zone that are here only because essential to the canal. Our approach 
always has been that all our operations, whether on the Company side 
or the governmental side, are here solely as necessary parts of the 
canal enterprise as a whole, which should be self-sustaining as a whole. 
Inherent in this approach is the concept that our employees are here 
as employees, essential to the canal operation, and not as citizens of 
an outlying area under United States jurisdiction, and this relation- 
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ship of employer-employee controls even the governmental services 
which are necessary costs relating to those personnel and therefore 
to the enterprise. 

I think the long-established current concept is sound. I think that 
in considering the merits of this proposal to change that concept, it 
should be borne in mind that the fiscal consequence of the suggested 
change in concept would be to shift to the general United States tax- 
payer substantial costs of the canal enterprise, that the special inter- 
ests who would benefit thereby are the ships using the canal, two-thirds 
of which fly a foreign flag, and that this benefit is in reality a subsidy 
to such shipping. 

Possibly some aspects of Canal Zone Government costs, such as 
those for the customs and immigration services which relate to Pan- 
uma rather than the Canal Zone, present special considerations. How- 
ever, even as to them, I believe the merits of treating them as external 
to the canal enterprise are questionable. 

In any event, if, in considering the policy issue, the Congress should 
conclude that some allowance should be made for some such costs for 
the fiscal purposes of the Canal Zone Government and the Panama 
Canal Company, I suggest that it might preferably be done by a credit 
allowance of the same type now provided in the case of transit of the 
canal by United States Government vessels. 

The canal administration favors a distribution of costs on a user 
basis to other agencies actually present in the Canal Zone. This pol- 
icy is already in effect in certain areas. Specifically, other agencies 
in the Canal Zone are now reimbursing the Canal Zone Government 
on a user basis for goods provided and services rendered in the case 
of schools and hospitals. However, no attempt has been made to al- 
locate expenses to other agencies attributable to police and fire pro- 
tection, use of roads and sewers, et cetera. If Congress should decide 
that such costs should be allocated to other agencies for the fiscal pur- 
poses of the canal enterprise, I believe that the allocations should be 
on a user basis under some appropriate formula. 

Mr. Garmatz. The committee will come to order. 
with your testimony, Governor Seybold. 

Governor Srysoip. Mr. Chairman, with due apologies again, I 
would like to make a correction of a correction which I have made to 
my testimony. It appears as though my ground scouts have not been 
fully cognizant of what the Army does in its hauling of sand and 
gravel, and the Army now tells me that the sand and gravel is coming 
out of a location—Miraflores Lake—and it is sent up through Pedro 
Miguel locks and the lake to its destination, I said. I was incorrect 
in saying that it was loaded at Gamboa and I was incorrect in saying 
we weren’t charging them for the use of Pedro Miguel locks. We do. 
I think this is the final correction and changes. 

Mr. Garmatz. No objection and the changes will be noted 
proper point. 

Governor Sryrsorip. The statement, we feel, Mr. Chairman, is very 
important to the Company and I am sure that it will all be inserted 
in the record although I do feel it’s desirable to read a considerable 
bit of the early portions of this statement and then drop out toward 
theend. Referring back to the statement again. 
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Section 3 also proposed that the Republic of Panama be billed for 
the cost of providing schools in the Canal Zone for citizens of Panama. 
I feel that this proposal is inappropriate and objectionable. 

As part of its essential governmental functions in an area where- 
in it exercises exclusive sovereign jurisdiction, the United States, 
through the Canal Zone Government, provides free public schooling 
for residents of the Canal Zone. We operate one school system for 
United States citizens, and we operate a separate Latin American 
school system for Canal Zone residents who are native to the area. 
The students in the Latin American schools, although predominantly 
of Panama citizenship, are all residents of the Canal Zone and not 
of the Republic of Panama. These schools are operated solely as the 
responsibility of the United States Government and are not operated 
at the request of or under agreement with the Republic of Panama, 
which of course operates its own school system within the Republic. 

It can be confidently anticipated that the Republic of Panama 
would refuse responsibility for such costs, and they would be right, 
in my opinion. The adverse effects of any action based on the theory 
that such school costs should be borne by Panama would be far greater, 
in my opinion, than any fiscal gain to the Company-Government. 
The attendance in Canal Zone schools of Panamanian students on the 
limited basis that prevails has been of outstanding benefit to Canal 
Zone-Republic of Panama good relations for many years. 

In my remarks so far on section 3 concerning the Canal Zone Gov- 
ernment costs I have dealt with the substance of the proposals as 
we understand them. Asa matter of drafting, however, I should note 
our view that if the new material in section 3 is given any favor- 
able consideration in principle, the language should be clarified very 
substantially. In its present form it is regarded as so ambiguous as 
to result inevitably in difficult and controversial administration, with 
little likelihood that other agencies would recognize any liability 
to reimburse the Canal Zone Government. If utilized at all, the new 
provisions should clearly indicate the specific Canal Zone operations 
involved and should also clearly identify the other agencies intended 
to bear their costs, or, preferably, a credit arrangement should be pre- 
scribed rather than cash reimbursement. 


MANAGEMENT OF CORPORATION 


Section 4 of the bill proposes that an entirely different plan of 
corporate management be substituted for the present system under 
which the Governor of the Canal Zone is, ex officio, the President and 
therefore operating head of the Panama Canal Company. Manage- 
ment of the Company is now vested in a Board of Directors appointed 
by the President of the United States or by his authority. 

The proposed amendment would eliminate all reference to the Gov- 
nor of the Canal Zone or to a board of Directors or to the so-called 
stockholder. Under the new arrangement management would be 
vested in a single Administrator who would be assisted by the Deputy 
and a 7-member Advisory Board. Each of the officials mentioned 
would be appointed by the President, subject to Senate confirmation. 

The legislative reorganization of the Panama Canal Company in 
1951 was the result of comprehensive studies by the Bureau of the 
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Budget and other interested agencies, and of extensive congressional 
hearings based on that study and the recommenadtions of the Presi- 
dent. With the unanimous support of all concerned, Congress pro- 
vided for the administration of the business-type activities of the 
canal enterprise under the corporate form of organization. In my 
opinion, the experience of the last 4 years provides no reason for a 
ideal but, to the contrary, points to continuance of the present form 
of management. 

The use of the present form of management vested in the Board 
of Directors with operating responsibility administered by the Gov- 
ernor-President is justified not only in theory but in the light of 
practical results since the reorganization. In terms of financial re- 
sults of operation and efficiency and economy generally, including the 
effective utilization of personnel, the four fiscal years of operation 
since the reorganization have been conspicuously successful. No man- 
agement or other problems have developed which in any way reflect 
on the judgment of the Congress in establishing the present form of 
management. The entire enterprise, including the Canal Zone Gov- 
ernment, has operated on a completely self-sustaining basis without 
any appropriations or funds to the Company for either operations or 
capital requirements, and with the net cost of operation of the Canal 
Zone Government fully reimbursed by the Company to the Treasury 
out of Company revenues. 

Other systems of management and organization could of course be 
made to work, including the system proposed in the bill we are dis- 
cussing. However, the canal administration believes that the pro- 
posed change to a single Administrator with an Advisory Board would 
involve definite disadvantages without offsetting advantage. 

I should like to mention one important disadvantage of the proposed 
single administrator system : namely, the divorcing of the management 
and operating authority of the Company from the administration of 
the Canal Zone Government by the Governor. This, as I view the 
problem, is practically impossible. These two agencies are so closely 
related and interdependent that a separation of their administration 
would be costly and inefficient and conducive to administrative con- 
traversy. The present arrangement permits the maximum desirable 
coordination and integration of the governmental and business activi- 
ties which comprise the canal enterprise as a whole. 

I move now to “Allocation of costs.” I would like to say in the 
paragraph I have discussed there is this distinct disadvantage of 
divorcing management and operating authority of the Company from 
the administration of the zone by the Governor and as I view this 
problem, it is practically impossible; the two have to be merged into 
one head. 

ALLOCATION OF COSTS 


One of the most important and controversial proposal in the bill is 
in section 5, concerning activities of the Panama Canal Company 
which, although necessary to the accomplishment of the Company’s 
primary mission to transit vessels through the canal, are nevertheless 
not directly used in the actual transit. Each of such nontransit activi- 
ties would be required to be self-supporting. To meet the requirement 
that it be self-supporting, each supporting facility would be required 
to recover all costs of overhead, maintenance and operation, deprecia- 
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tion, interest on investment, and a proportionate share of the net cost 
of the Canal Zone Government. 

Later in the bill another proposed amendment to the tolls statute 
has the same objective of separating the direct transit activities from 
the supporting activities for tolls and other fiscal purposes. 

The prince ipal substance of the proposed change lies in the intent that 
the general corporate charges of the Company should be allocated 
throughout the activities of the Company and that only the portions 
directly allocated to the actual transit operation may be covered by 
tolls. The general corporate charges involved are interest, Canal Zone 
Government costs, and general and administrative expenses. 

The net result of such an allocation would be to construct so-called 
losses or deficits on most of the essential supporting activities, which 
losses would have to be borne by the United States Treasury and not 
by the users of the canal. 

The mere statement of this result makes evident its inconsistency 
with the intent of Congress in the 1951 reorganization that the canal 
enterprise as a whole should operate on a self- sustaining basis. 

The mppckes activities involved are characterized by the bill 
itself as being necessary to accomplish the major objective of the 
Panama Canal C ompany. If they are necessary, then they must be 
operated whether or not they are self- -supporting. If losses result 
because of an arbitrary assessment of certain general expenses over 
and above direct costs, then, still bearing in mind that the activity 
is necessary to the canal operation and therefore cannot be discon- 
tinued, there is certainly reason to question the merits of a proposal 
that the general taxpayers, rather than the canal users, should pay 
such necessary costs. 

The proposed allocation of general corporate charges to each of the 
supporting activities is similar to the recommendation of the General 
Accounting Office that such allocations should be made under present 
law. However, that office further stated that such an allocation would 
result in the supporting activities being operated at so-called losses. 
They cannot be made self-supporting on such an arbitrary basis. The 
General Accounting Office therefore expressly stated its belief that 
all losses from oper: ‘ating business-type activities necessary to support 
the canal activity, directly or indirectly, should be recoverable through 
tolls, and so recommended to the Congress. 

I feel that I should emphasize again at this point that these sup- 
porting activities cannot possibly pay their own way if loaded with 
the allocated general corporate charges involved. They could not in 
the aggregate recover the added costs by increased prices. To the 
extent that economic factors would permit prices to be raised, the in- 
crease would be passed on to the users of the services involved. This 
means for one thing that the increased costs would in large part pass 
right on to the canal activity itself as a dominant user of water, power 
and other services of the supporting activities. And it means that if 
passed on to employees as individual users of company services a point 
would immediately be reached where higher wages would be necessary 
to meet the increased costs to employees. 

The ultimate fact remains constant that what these supporting 
activities support is the maintenance and operation of the canal itself, 
and nothing else. If that is kept in mind—if it is always recognized 
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that this is a single-mission enterprise—the transit of ships through 
the canal—then the true nature of these essential supporting activities 
is highlighted and there is clearly defined the dominant issue of 
whether a proposed shift of financial responsibility to the general tax- 
payer is not an unwarranted subsidy to the ships using the canal, only 
one-third of which are of American registry. 

As this committee knows from presentations I have made on a num- 
ber of occasions, the Panama Canal Company considers that pro rata 
allocation of general corporate charges throughout the corporation’s 
activities are not required by present law, are not practical and work 
able, and would work a result inconsistent with the intent of Congress 
in reorganizing the canal enterprise to operate on a self-sustaining 
businesslike basis. It is important to note that the General Account 
ing Office theories concerning the allocation of general corporate 
charges under present law have been taken by the American shipowners 
as the basis for a lawsuit against the Panama Canal Company. Part 
of what they seek to recover from tolls paid over the last 4 years, using 
General Accounting Office theories, represents what they call losses 
of the supporting activities, which the y contend should be borne by 
the general taxpayer and not by the canal users. 

The contributory concept which the Company has applied in its 
interpretation and administration of existing law has been presented 
to the congressional committees on numerous occasions and has been 
reflected in our annual budget presentations which have been approved 
both by the Bureau of the Budget and by the Congress. The tolls 
formula under present law is successfully applied by the Company to 
the operations of the corporation as a whole, so as to require tolls to 
cover the net cost of the entire operation. It is our objective, which has 
been achieved, with 1 or 2 exceptions, to have the so-called supporting 
activities recover all direct costs, including depreciation, plus an oper 
ating margin which will constitute a reasonable contribution to the 
general corporate charges. ‘The extent of the contribution in each case 
necessarily involves the exercise of sound management judgment in the 
light of pertinent circumstances including, for example, the reasonable 
ness of pricing to employees and all general economic factors. 

It is understood that those sponsoring the proposed legislation now 
recommend that the bill be amended so as not to require that facilities 
engaged exclusively in providing goods and services for employees be 
self-supporting. If this section of the bill were to receive favorable 
consideration at all, the canal administration certainly concurs that 
the employee-sery ice activities should be excepted, in order not to im- 
pose an impossible burden on the employees. Presumably the excep 
tion would be directed at such activities as the commissaries. the com- 
munity service centers, housing etc. These activities should be de 
scribed as those predominately engaged i in providing goods and services 
for employees, and not as being so engaged exc lusively. The commis- 
saries and other activities do not serve employees exclusively since 
there are other customers in the Canal Zone who have purchase privi- 
leges but who are not Government employees. It is not clear, however, 
that the proposed exclusion of employee-service activities would change 
the extra burden the bill would shift from tolls to the general tax- 
payers. This proposal must be considered with the amendments to 
the tolls statute in section 9 of the bill, and clarifying language might 
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be required to resolve the issue of whether any unrecovered losses from 
employee services would be absorbed by tolls or whether they would 
be shifted to the general treasury. 


EXCESS FUNDS OF CORPORATION 


An important amendment proposed by section 7 of the bill concerns 
the capital refundment to the Treasury of excess funds of the Panama 
Canal Company. 

Under present law the Company pays into the Treasury as dividends 
or capital refundments such funds as it has that are excess, to its work- 
ing capital requirements together with reasonable foreseeable re- 
quirements for authorized plant replacement and expansion. The 
proposed amendment would limit these requirements to only the one 
fiscal year following each annual appraisal of requirements. 

Under this amendment, the corporation would be required to resort 
to annual appropriations to cover capital programs requiring expendi- 
tures in excess of the limited earnings permitted to be retained in the 
prior year, instead of retaining the cash necessary to finance require- 
ments for major long-term capital construction and replacement 
programs, 

I’d like just to say the Company considers there is no need or jus- 
tification in limiting the cash requirements for capital expansion to 
one year. In view of the time element, Mr. Chairman, and not in view 
that I don’t think the remaining statement is important, I suggest that 
it be placed in the record and I hope the committee will read it very 
varefully. I'll not read it. 

Mr. Garmarz. Thank you, Governor. 

(The witness did not read the following 17 paragraphs:) 


The Company considers that there is no need or justification for so limiting 
the cash requirements for capital expansion to 1 year. The resulting necessity 
to resort to annual appropriations would seriously deprive the corporation of 
desirable flexibility without any offsetting advantage. The change would be 
inconsistent with the theory and purpose of the 1951 reorganization, to the 
extent that it would effect a return to the spending agency type of organization 
relying on annual appropriations. The canal could be operated on that basis, 
as it was prior to 1951, but in our opinion the 1951 reorganization law is 
sound in this respect and there is no good reason for change. Adequate control 
of the capital expenditures of the corporation can be and is maintained by Con- 
gress through annual review of the Company’s budget program under the Gov- 
ernment Corporation Control Act. 

A review of the Company’s records since 1951 discloses the substantial pay- 
ments that in fact have been made to the Treasury and discloses that the 
Company has followed a reasonable and conservative funding policy which rec- 
ognizes that as a Government corporation the need for cash reserves is less 
than in the case of a private enterprise. 

In the four complete fiscal years since the 1951 reorganization the Company 
has paid into the Treasury fixed charges totaling $75,814,419, covering interest 
Canal Zone Government costs, and the annuity to Panama. In addition, dur- 
ing fiscal year 1955 the Company paid into the Treasury a capital refundment 
of $10 million which is referred to in the statute as a dividend and operates 
to reduce the Company’s interest base. 


PROCEDURE FOR CHANGING TOLLS 


Section 8 of the bill proposes two major changes to the statute prescribing 
procedures for changing tolls. One change would be that the public hearing 
required in the tolls changing procedure shall be conducted in accordance with 
the Administrative Procedure Act. The other major change would be to subject 
the actions of the Company in prescribing tolls to judicial review, as contrasted 
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to the present statutory provision that the approval of the President of the 
United States of any change in measuring rules or tolls is final and conclusive. 

Stated briefly, our position is that the application of the adjudication and 
related provisions of the Administrative Procedure Act to tolls hearings, and 
the provisions for judicial review and control, are unsound and inappropriate 
in concept and inconsistent with the nature and necessities of the administrative 
processes involved in the fixing of the price to be charged by the Government 
for the use of a service facility owned and operated by the Government. This 
direct Government operation contrasts sharply to the regulatory agencies whose 
function is that of a third party in controlling or policing private activities, on 
the one hand, so as to protect the public interest, on the other hand. 

The Company maintains a continuous evaluation of tolls rates in relation to 
estimates of cost and of traffic revenues from the standpoint of whether in terms 
of long-range trends the rates existing at a given time should be maintained 
or should be increased or decreased as a result of the mathematical calculations 
under the statutory tolls formula requiring revenues to cover costs. 

The users of the canal, about two-thirds of whom are foreign-flag vessels, have 
of course a real interest in the prices charged for services rendered. That in- 
terest is recognized by the statute in its provision for a public hearing on pro- 
posed changes. The public hearing is for the purpose of giving the users of the 
canal an opportunity to submit full oral or written data, facts or arguments 
concering action which the Company, in the performance of its obligations, has 
concluded to be necessary in order for it to conform to its fiscal burdens and 
objectives under the law. The Company must of course give proper considera- 
tion to all relative data and arguments presented at the hearing before taking 
final action. 

The policies of the Company and its financial status as bearing upon the 
adequacy of the rates of tolls are subject to annual review by the Bureau of the 
Budget and the General Accounting Office and by the Congress on the basis of 
the annual budget program and audit reports. In the case of specific changes 
proposed by the Company, after the required 6 months’ notice and public hearing, 
the broad interest of the United States in terms of national transportation policy 
or otherwise are further protected by the requirement that the proposed changes 
shall be subjected to the review and approval of the President of the United 
States. 

The theories and objectives back of the standards and safeguards prescribed 
by the Administrative Procedure Act in formal rule making and adjudicatory 
proceedings do not apply to the purely proprietary function of the Government 
in fixing the user charges for direct services rendered by a utility or business- 
type activity wholly owned and operated by the Government. There is no ad- 
judication involved, no quasi-judicial function, which requires or is appropriate 
for judicial review in the administrative determination of whether revenues do 
or do not meet costs and of what, if any, change in rates of tolls is necessary to 
accomplish or maintain the financial results required by the statutory formula 

The fixing of a cost based toll or price charged for allowing a vessel to transit 
the canal is not significantly different in principle from the fixing of Government 
prices for the direct sale by the Government of goods and services produced by 
any other federal agency in the performance of the various proprietary functions 
of the Government. 

TOLLS FORMULA 


Section 9 of the bill would amend the tolls statute. In stating what tolls should 
cover, the new language would refer to the canal and only those facilities and 
appurtenances directly related to the canal, the word “directly” being new. This 
apparently has the same objective as section 5 of the bill which I have previously 
discussed: namely, it is intended to separate the transit activities from the 
supporting activities for tolls and other fiscal purposes, and to require an allo 
eation of general corporate charges, with only those allocated to the transit 
activities to be covered by tolls. In other words, the issue here, as in section 5, 
concerns general expenses of the enterprise which are essential and unavoidable 
parts of the costs of operating the canal but which, under the amendments pro- 
posed by the bill, would at least in part be paid by the American taxpayer in- 
stead of by ships using the canal, two-thirds of which are foreign flag. 

The remaining changes proposed by the bill to the tolls statute concern the 
net cost of operation of the Canal Zone Government. Under present law tolls 
cover an appropriate share of Canal Zone Government costs and in determining 
that share substantial weight is required to be given to the ratio of the estimated 
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gross revenues from tolls to the estimated total gross revenues of the Corpora- 
tion excluding certain items. Under the proposed amendment the comparative 
gross revenue test would be required to be used exclusively, in determining the 
tolls’ share of Canal Zone Government costs. 

For the reasons already stated in some detail, the Panama Canal Company 
considers that it is basically unsound to require any allocation of general corpo- 
rate costs for tolls purposes. This is particularly true in the case of Canal Zone 
Government costs because they represent a fixed item of general overhead that 
has no causal relationship whatever with the individual business activities of 
the Panama Canal Company. The Company would therefore amend the tolls 
statute to eliminate any reference to Canal Zone Government costs. In such 
case the Company as a whole would of course continue to bear the net cost of the 
Canal Zone Government, under other provisions of its charter, but such costs 
would be merely included among all the other costs covered by the tolls statute 
without being singled out for arbitrary allocation. 

However, if allocation of Canal Zone Government costs is retained at all, 
operating revenues, to which substantial weight must be given under the present 
law and which would be the sole allocation test under the proposed amendment, 
are particularly unsound and inequitable as a basis for allocations of such an 
item of fixed general overhead. The General Accounting Office has characterized 
the present statutory revenue formula as being neither equitable nor practicable. 
The Panama Canal Company agrees with this conclusion and therefore the 
proposed amendment is even more objectionable than the present provision under 
which only substantial weight need be given to comparative gross revenues. 

In applying the comparative gross revenue formula under both the present law 
and the proposed amendment, certain items are excluded: namely, the cost of 
commodities resold and revenues arising from transactions with the Canal Zone 
Government. In addition, under present law revenues arising from transactions 
within the corporation are excluded in computing gross revenues. The proposed 
amendment would change this to refer to the exclusion of revenues arising from 
ransactions between divisions of the corporations. 

The purpose of this change is to require that revenues from transactions with 
employees, such as from sales of goods and services and rental of employee hous- 
ing, be included in the total gross revenues of the Company in applying the com- 
parative gross revenue formula. The Company opposes this change on the ground 
that the employees are an integral part of the Company’s organization and opera- 
tions, and that revenues from supplying their essential needs in this overseas 
restricted area are not true “outside” revenues but are akin to interdivisional 
servicing. Such revenues are therefore treated as arising from transactions 
within the corporation within the meaning of the present law. Any change in 
the statute on this point should confirm that principal as contrasted to the pro- 
posed amendment which has the contrary objective of treating revenues from 
employees as revenues which should operate to reduce the share of Canal Zone 
Government costs to be borne by tolls. 

That completes my attempt to summarize the Company's views concerning this 
proposed legislation. As I previously indicated, our written report on the 
subject will be more comprehensive and will elaborate on my comments here. 

Mr. Garmatz. We will start the questioning. I want to ask the 
members and the witness to try to be brief and to the point. 

Mr. Byrne, do you have any questions at this time ? 

Mr. Byrne. Well, Mr. Chairman, I will just ask a few questions 
and then due to the time element, maybe I will request the chairman 
for leave to ask a few more. 

Mr.Garmatz. Your request is granted. 

_ Mr. Byrne. Governor, it has been testified here during these hear- 
ings, that everything, every operation down here is losing money : 
the shipyards, the railroads, the commissaries. It has also been tes- 
tified that all these losses are taken from the tolls; that if the tolls 
were raised, maybe these losses would be recovered. In other testi- 
mony, someone has stated that the costs of maintaining the Canal 
Zone Government includes the district judge, the marshal and 
others are paid from the Canal Zone funds. Am I right in stating 
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that the Federal judge, the marshal and the commissioner are paid 
directly from Washington or from your—— 

Governor Srypotp. They are paid by the Department of Justice 
with no reimbursement by the Canal Company. 

Mr. Byrne. I do not know whether to ask another question or to 
pass. You state that some American shipowners filed a claim to 
recover some overpayments. Who were those American shipowners? 

Governor Seyzoup. I think there are 12 companies or more in- 
volved and I haven’t got them—I don’t know that I have the specific 
names of them. They certainly can be furnished for the committee. 
(Conferring with Mr. Runnestand) The Grace Line. Included U.S. 
Fruit and others, particularly the group—well, all those engaged in 
intercoastal traffic. We will furnish the entire list. 

Mr. Garmatz. Thank you. You will furnish the list, then, for 
the record ? 

Governor Seynoxp. Yes sir. 

(The list is as follows.) 


List OF PLAINTIFFS IN GRACE LINE ET AL. V. PANAMA CANAL COMPANY 


Grace Line, Inc. States Marine Corp. 

Isbrandtsen Co., Ine. United Fruit Co. 

Luckenbach Steamship Co., Inc. United States Lines Co. 

Matson Navigation Co. Weyerhaeuser Steamship Co. 
Moore-McCormack Lines, Inc. National Bulk Carriers, Inc. 

Ore Navigation Corp. American-Hawaiian Steamship Co. 
Calmar Steamship Corp. Ore Transport, Inc. 

Pope and Talbot, Inc. American Tankers Corp. 


Mr. Garmatz. Mr. Tumulty? 

Mr. Tumutty. Governor, I note in your statement that on page 3 
you say that—this is of your statement you just read now—you men- 
tioned that all the functions of the Canal Zone—start in the middle 
of the page; I am excerpting from your remarks—“all the functions 
in the Canal Zone that are here only because essential to the Canal.” 
In other words, the commissaries and the homes and the employees, 
as you very well point out, are here because they accomplish the main 
mission, the transit of the ships through the canal and I know you 
have said that on previous occasions up in Washington. Therefore, 
in that case, I assume that when the commissaries sell goods and the 
homes are rented that the object is to try to provide these services as 
near to cost as can be, except with a reasonable contribution, which you 
mentioned in your statement ? 

Governor Srysotp. Mr. Congressman, the word “cost” is one that 
is very widely used and has wide application. I think that it must 
be defined. As I stated in my statement, we in all cases try to obtain 
the direct, what we say, division of costs and have separated the gen- 
eral and administrative costs into a G and A account which we feel 
that the specific activity should contribute to. 

Mr. Tumutty. So that there is, beyond the—whatever or however 
you might determine the word “cost”—and taking your definition, 
there is a reasonable contribution which is produced by the sale of 
goods in the commissaries and from the rental of the homes to the 
employees? Iam correct in that? 

overnor SeyBotp. We attempt to get a part of that in. 

Mr. Tumutty. Now, that contribution has been made ever since 

Public Law 841? 
74720—56——12 
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Governor SrysBoup. In each unit we have attempted. I don’t know 
whether each individual activity has obtained that degree or not. In 
general, I think the answer would be “yes.” 

Mr. Tumutry. So it is a fair statement? 

Governor SryBotp. Of course, the one outstanding exception is local 
rate housing. 

Mr. Tumutry. Then this money which is the reasonable contribu- 
tion, which is obtained from the employees, goes into the Canal Com- 
pany’s account, does it not? 

Governor Srysoip. Well, that contribution, of course, supports the 
Personnel Bureau, the Comptroller, my office and all those general 
overhead accounts and also, in our system it must support any losses 
that are incurred otherwise because those losses in operating any 
activity—such as the railroad—goes, is put into the general corporate 
and then redistributed through this manner. 

Mr. Tumutty. So, whatever the amount may be, the employees do 
make a contribution to the general expenses of the Canal Company ? 

Governor SeysBotp. Well, we feel it is proper because * * * 

Mr. Tumutry. I am not saying it isn’t proper; I am saying, they 
do. 

Governor Srysorp. Yes. 

Mr. Tumutry. In addition to that they also pay the income tax to 
our own Government in the United States? 

Governor Seysoip. They pay income tax. 

Mr. Tumutty. So they are paying for their expenses, making a con- 
tribution, as you say, a reasonable one, and in addition to paying taxes 
to the United States for the service of the United States Goreme? 
That is correct? There is no question of that? 

Governor Srysoip. They pay income tax, yes. 

Mr. Tumutty. So the employees, then, have a vital stake in the 
operation of the Canal Zone and are making their contribution finan- 
cially and otherwise to the successful operation of the zone, as so well 
conducted by yourself. That is so? 

Governor Sreysotp. Well, I am sure the employees have a great in- 
terest in the operation of this organization, yes. 

Mr. Tumutry. Well, you will agree with me when they were re- 
cruited here, they had every right to believe that they had a future 
here, to live here and to work? 

Governor Srysorp. In our recruiting, certainly, like anyone else, 
we described the conditions here and the salary and obtained our 
people under that basis. 

Mr. Tumutty. This booklet that I have here “Living and working 
in the Canal Zone” is put out by the Canal Company, I take it ? 

Governor Sryrorp. Yes. 

Mr. Tumutry. And it’s designed to be read by the people seeking 
employment here ? 

Governor Srypotp. Yes. 

Mr. Tumutrty. I think you have written a foreword to the booklet 
and you mentioned that (reading) : “We expect the people who will 
come to join us in this important work to be proud in their turn, and 
thus give us cause to be proud of them. This booklet represents a 
sincere effort to portray the facilities for living and working in the 
Canal Zone. We hope and believe they will appeal to the kind of 
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people we want to join us—people with the skill and the will to carry 
forward the fine record and spirited traditions of the Panama Canal.” 

Governor Srrsotp. And I may say, the people we have certainly 
fulfill that. 

Mr. Tumutry. I agree with you, Governor. Now, the only reason 
I ask these questions is this: I am quite certain that what must be 
cause of bewilderment and puzzlement to them is: What is seis 
future now with respect to employment? I can appreciate that you 
are faced with a formidable problem because you have to carry out 
the mandate of Congress, which may or may not be a good mandate. 
I am not so sure because in an attempt to be self-supporting maybe 
nothing would be left but just oars to get some of these ships through 
the canal, but I would like to get from you some expression as to what 
the future holds with regard to replacement—things of that sort. 

Governor Srypoip. Well, that is an extremely broad field. May I, 
Mr. Congressman, say this: At this time I think that the turnover 
record may be a good yardstick to think of. We are able to obtain 
employees of high eater high grade employees, here with a very, 
very small turnover rate, as has been evidenced in the last year. There 
was a time when the application of the new law, Public 841, when 
everyone was concerned as to how it would act, what would h: ippen, 
and in those early days, at the time the income tax was applied to the 
employees, there was a great deal of unrest. There was a great deal 
of unrest through the years of 1952 and 1953 when the rents were 

raised. I think now that the objectives of the Company are getting to 
be better understood by the personnel of the Company, they are begin- 
ing to see, you might say, the amount of work that we are headed for in 
this purely maintenance status of the canal as opposed to a large con- 
struction program and with the exception of the enormous question 
mark that is ahead of us in the matters which we are now discussing 
at this hearing, I think that conditions are quite settled. I think we 
have shown our people that our pricing methods and procedures and 
policies are such that the costs are comparable and that the services 
given to the Company employees on that Company-employees status 
are quite satisfactory. I meet with the groups, both labor—not in 
every month but at any time there is a problem—and also with our 
civic associations, in which all these are brought up and it’s my dis- 
tinct, sincere feeling that a number of these things are ironed out and I 
think that, not to the entire satisfaction—it won’t be; don’et get me 
wrong; nobody is going to be satisfied entirely, or everybody—but 
that the situation is greatly improved. 

Mr. Tumunry. Well, Governor, I am not going to pursue it. We 
are facing a time schedule and I don’t want to presume any more on 
your patience or the patience of our chairman. I just w ant to let the 
people here know that as a member of Congress I want them to feel 
they have got someone they can turn to and who will put up a fight 
for them if they need somebody since they are paying a contribution 
for it. It seems to me we have among the other prob Jems we have to 
work out in this, the problem of giving them an opportunity to par- 
ticipate in their own government, suc h as we do at home. I am not 
going to ask you to comment on that. I just want to express my grati- 
tude to you; we have tried our best to put you through the legislative 
ropes, and everyone else, and I must say you have been a splendid and 
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frank witness, as everybody here has been. I have no further questions 
except those I will be taking up and thinking up for you when you 
come to Washington. 

Mr. Garmatz. Mr. Allen? 

Mr. Auten. Only one question. You mentioned that local rate hous- 
ing is one of the activities on the loss side. I am just curious to know 
whether the local rate commissaries contribute to some extent to off- 
set that loss and what the situation is going to be if the local rate 
commissary income is lost in the Company but the housing, local rate 
housing, is continued. 

Governor Srysoitp. Of course there is no question that the volume 
that is produced in the local rate commissaries is a large volume and 
they make a contribution likewise as do the United States. We also 
realize that these overhead accounts are not going to contract in the 
same degree that are our losses of revenue. In other words, our over- 
head account won’t come down, our expenses won’t come down, but we 
will lose this support. It’s a problem that the Board and Manage- 
ment have discussed a long time and may I say that until we deter- 
mine what the effect is of the loss of this volume and its correspond- 
ing reduction in contribution from that area, I don’t know exactly 
how it is coming out but I assure you we’re aware of that problem. 

Mr. Garmatz. Mr. Dorn? 

Mr. Dorn. Governor, I understand that the school system here in 
the Canal Zone is free ? 

Governor SeyrpBotp. Yes. 

Mr. Dorn. In the States, in many of the States, when we think of 
free school education we also think of free transportation to and from 
the schools. Don’t you think here that that transportion should also 
be free to the school children ? 

Governor SeypBoip. It is certainly an item for consideration. We 
could check into that because I know it has been our thought. I be- 
lieve that this was also once a matter of discussion before the Appro- 
priations Committee but I recall that only vaguely. In the various 
places that I have been in the urban areas the transportation is not 
tree, granted of course transportation is probably afforded in con- 
solidated schools in rural areas. It’s a matter which we can give 
consideration to. 

Mr. Garmatz. Mr. Van Pelt? 

Mr. Van Pett. Governor, when was the air transportation on vege- 
tables initiated here ? 

Governor Srysoip. This is a cne-shot trial to determine whether 
we can attract the people, whether they think it is worthwhile. We 
kept very accurate costs on this and if our people feel that that has 
merit—we will have both kinds so there won’t be a monopoly one way 
or the other—and it’s a trial to see whether or not they feel that the 
better quality is worth the 2 or 3 cents more we will have to charge 
for a pound or head of lettuce or something in the transportation cost. 
I developed this thing with PAA during the time that we had, and I 
think, rightly, criticism that the quality of the goods was not as it 
should be. 

Mr. Van Pevr. What experience have you had with it? 

Governor Srysoitp. My report this morning—of course they went 
on the counters yesterday—my report this morning is they are receiv- 
ing it well—they’re buying. 
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Mr, Van Pe ct, That is all. 

Mr. Garmatz. Mr. Mailliard ? 

Mr. Maiixurarp. There is one question I would like to clear up in my 
own mind. On page 4 of your statement where you mention, right 
at the top (reading) : “However, no attempt has been made to allocate 
expenses to other agencies attributable to police, fire protection” 
et cetera I was told the other day that you are in the process of taking 
over fire protection for some of the naval installations; won’t you 
make a charge for that ? 

Governor Sersoip. Of course this is as of our operations day. In 
any case where we service the Armed Forces or anyone, why we charge 
directly on a user basis so that if it would come to pass in that part 
of the unification program that this was started, if it comes to pass, 
then definitely they will be charged their share of that, of that service. 

Mr. Marwiarp. Well, who’s getting this police and fire protection 
now that isn’t paying for it? 

Governor Sreyso.p. It might be questioned, the word “fire,” but of 
course it is a mutual supporting system and maybe this will bring it 
out. Our policy—well, I will tell you how it might come about. 
Supposing a car was burning, owned and driven by a soldier, our fire 
protection would cover that. Our fire protection covers the materials 
that the Armed Forces have in the piers and in transit through the 
zone to their reservation. Of course, they support us, after all, 

Mr. Maiiurarp. It is pretty reciprocal? Don’t you think you get 
as much benefit ? 

Governor Seysotp. We get quite a bit of support. For example, 
when our unit moves out of Balboa Station, they take some position 
where they can support a fire that that unit would have to, on the 
second run. 

Mr. Maituiarp. That is all. 

Mr. Garmatz. Governor, I have 1 or 2 questions I would like to 
ask which were not covered by your particular statement. One that 
just comes to my mind again, and I made a note before, “don’t forget 
to ask about the planes over the schools.” Does that plane land here 
at this airport that delivers the lettuce? 

Governor SeysBoip. No sir, I am sorry; it lands 

Mr. Garmatz. I am not sorry; lam happy. I just wanted to know 
if we wanted the heads of lettuce or the heads of our children, I 
don’t mean that sarcastically; I mean it honestly. 

Governor Seysotp. Well, Mr. Chairman, I certainly appreciate your 
taking these few minutes to discuss the question 

Mr. Garmatz. If I may interrupt you. Will you discuss that just 
shortly? I think it is very important. We discussed it before. We 
spoke about it in your office. We discussed it privately with some 
of the people last year down here. Mr. Zincke and I spoke to you 
about it. We sit here and have a hearing and the planes are going 
right by your ear; they come and almost reach out and grab you. Go- 
ing right over the school, I think it is very, very important. 

Governor Seysoitp. Perhaps I should call the military in. 

Mr. Garmatz. Maybe I will see if we can get them. 

Governor Srysoip. The manner of low-flying planes or the flight 
pattern, put it that way, in and out of Albrook Field, which is entirely 
military—all commercial planes land at Tocumen as do our things 
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too—this hazard, which is recognized, and we appreciate your interest 
in it, is one that’s been of the greatest concern to the government, 
myself and I think everyone living on the west—the Pacific side. 

Mr. Garmatz. It is not only my interest. It is the interest of the 
whole committee, the entire grou 
Governor Seyzoup. That was a poor phrasing, I think, that I 
used 

Mr. Garmatz. And we discussed it off the record. 

Governor SryrgBoip. As the committee has been hearing and knows, 
the flight pattern in taking off the field comes between these two 
hills (indicating), goes directly over the schools, St. Mary’s Mission, 
Balboa Union Church, and the housing area of Balboa. 

Our endeavors to get something done started way back in 1952 
when it was a part of the discussion here between myself and Mrs. 
Rennie who was head of the Balboa Civic Council. We at that time 
had discussions with the authorities of Albrook Field and we wrote 
to the Defense Department. The letter went on up through the 
various channels and then came back and said it was not feasible to 
stop operations in Albrook Field. We made suggestions that the 
heavy loads be taken on at Howard, over at Kobbe. In other words, 
these big transport planes that come out of here with a gas load to 

take them to Mobile, we felt that if they could load the equipment, 

personnel, and what else—the live load—go over to Kobbe and load 
up their gas, that critical time of coming off the field would be over 
there and it wouldn’t endanger our schools, but that seemed to be 
not feasible. We suggested also that Albrook be operated only for 
repairs and supplies and that all operational facilities be transferred 
somewhere else but with the plant they have here, that didn’t seem 
to be feasible. Just about a year ago at the January meeting of the 
Board of Directors I presented a memorandum concerning this haz- 
ardous situation. The Board passed a resolution and with the con- 
currence of the then Secretary of the Army, recommended that 
operations be moved from Albrook Feld. The recommendation was 
sent to Secretary of Defense Wilson. The matter was fully con- 
sidered by the Department of Defense and it was found not feasible. 
May I suggest consideration of one or two things? We realize the 
cost of reproducing the facilities at Albrook Field as many, many 
millions. We feel that possibly one solution would be to replace 
our present schools and take the high school, grade school, and junior 
college, which is right down in that area 

Mr. Garmatz. Let me interrupt. You said you also have the 
churches and the housing area. Just moving the schools would not 
eliminate that hazard. 

Governor Srysop. I agree, Mr. Chairman, but I think the schools 
are the major worry. There are grown folks in the housing but the 
schools and the children there that are directly in that path are the 
major thing so that we could rebuild our schools at some other lo- 

cation. I think a suggestion which has been under some roe 
tion by the Department of Defense—and how feasible that is, I don’t 
know because our technicians haven’t looked into it not being our 
particular problem—is to change the landing strip so that instead 
of flying in and out between the two hills, the strip is on the other 
side and the pattern would bypass this area. In other words, go 
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around Sosa Hill and in and out, which would take them, generally 
speaking, as they approach and leave the field, over the more un- 
occupied areas. In regard to that 

Mr. Garmatz. Governor, I wonder if possibly you can have your 
staff give us a little sketch of some-sort, maybe take some pictures, 
give us the location of the field, how the planes would go up over 
the schools, how close they come to the schools, at least roughly, how 
far the schools are separated, the number of children in each school 
and the churches that are in the path of the planes? 

Governor SrysBouD. We have all that. It wouldn’t be any job at 
all to compile it. 

Mr. Garmatz. If we can make a sketch for the railroad, we can make 
one for the schools. Also, if it is possible to furnish some pictures 
that go into detail. You talked about moving the schools. I do not 
know where you would move them to. Do you know? 

Governor SeysoLD. We have a tentative location up on the other 
side of Los Rios in the area of Corozal which would take the schools 
out of this particular place. It would be a somewhat longer haul or 
distance to go from immediate Balboa but it certainly would be out 
of the path of the planes. 

Mr. Garmatz. But along with that you do have the others, the 
housing and the churches? 

Mr. Dorn. Something might hit those buildings, too? 

Governor SryBoLp. Oh, yes. 

(The information follows :) 





FLIGHT HAZARD TO BALBOA FROM PLANES TAKING Off AND LANDING AT THE 
ALBROOK AIR Force BAsE RUNWAY 


The 6,850-foot long runway at Albrook Air Force Base lies in approxi- 
mately a north-south direction, with the southern end of the runway being at 
elevation +15, above mean sea level. The southern approach zone is a funnel- 
shaped area having a width of 1,600 feet at the end of the runway, with its 
side boundaries flaring outward at a batter of 1 foot for about every 8.5 feet 
of its southerly extension. 

The Balboa schools, consisting of an elementary school (967 pupils), a 
junior high school (593 pupils), a high school (823 pupils) and the Canal Zone 
Junior College (192 pupils), lie in a cluster in the southerly approach zone area 
of the runway within a circle of 550-foot radius, with the center of the circle 
approximately coinciding with the southerly extension of the centerline of the 
runway and lying approximately 1,800 feet south of the southern end of the 
runway. The school buildings are generally of three-story construction. 

The Balboa fire station which is the key fire station in the Pacific communities 
area, also in the above-mentioned circle. 

Ancon Hill rises in the easterly portion of the approach zone, on which is 
situated the Canal Zone Administration Building. The administration building 
is of 3-story masonry construction and rises to an elevation of 167 feet. The 
westernmost corner of the building is approximately 580 feet from the southerly 
extension of the centerline of the runway and about 1,000 feet south of the run- 
way, and the building lies almost entirely in the approach zone. 

Sosa Hill rises to an elevation of 335 feet in western portion of the approach 
zone. At the point of maximum protrusion into the approach zone, the hill is 
approximately 3,400 feet south of the southerly end of the runway. 

The Balboa Union Church, one of the largest in the Canal Zone, lies imme- 
diately east of the southerly extension of the runway, and about 3,300 feet 
south of the southern end of the rtnway. St. Mary’s Church lies on the southerly 
centerline of the extension of the runway, about 3,700 feet from the southern 
end of the strip. 

In addition to passing over, or immediately past, the foregoing buildings and 
obstructions at a very low altitude, planes pass over a greater part of the heavily 





172 ADMINISTRATION OF THE PANAMA CANAL COMPANY 


built-up residential area of Balboa, and such buildings as the theater, commis- 
saries, post office, police station, lodge halls, banks, the Balboa stadium, the 
YMCA and other churches and schools. 

Virtually all airplanes take off in a southerly direction and practically all 
planes landing at the base approach from a southerly direction. Generally 
planes taking off and landing pass over the cluster of school buildings and certain 
tall, ornamental trees in the vicinity of the buildings and the aforementioned 
churches, and pass through a bottleneck area created by Sosa Hill and the 
administration building. An obstruction clearance plane beginning at the 
southern end of a theoretical but nonexistent clear zone extending south and 
rising 1 foot vertically for each 40 feet horizontally (which is currently con- 
sidered by the Afr Force to be too steep for an approach to a modern airport 
used by jet airplanes) passes through the ornamental trees adjacent to the school 
buildings, the high school building, the administration building and parts of 
Ancon and Sosa Hills, and the Union and St. Mary’s churches. Such a plane 
also passes through previously unmentioned buildings, including dwellings. 

Gaillard Highway, the principal north-south highway serving the Canal Zone, 
passes in a general east-west direction, 300 feet south of the southern end of the 
runway. The existence of the highway with its appurtenant ditches and a 
chain-link fence immediately to the north, prevents the inclusion of a standard 
clear zone at the end of the runway, which is required for a standard airport 
pattern, 

During the period, January into April, 1955, a transit was set up in a 
window on the third floor of the administration building, overlooking the path- 
of-flight of planes flying over the high school building. The instrument was 
zeroed-in with respect to the building, and employees of the Engineering Division 
took frequent readings on the landing gears of planes flying over the building. 
With information obtained it was possible to compute the vertical clearance of 
planes flying over the school. On occasions, planes were observed clearing the 
building by less than 25 feet. 

In summary, it can be said that the airport does not meet the minimum require- 
ments of the CAA for a commercial airfield, and is far from meeting the Air Force 
criteria for a permanent installation. 


Mr. Garmatz. Let’s don’t wait until the horse is out of the stable 
before we lock the door. One or two more questions. I don’t want to 
go too long. With reference to this contracting, I will try to combine 
3 or 4 questions in one: What kind of work do you put out on contract 
and do you have any special provisions against subcontract; do you 
have any requirements that the successful bidder observe the zone 
or Panama labor standards or rate of pay and does that include work- 
men’s compensation and is there any restriction as to what can be sub- 
contracted, and are bid requests limited to reliable contractors? You 
might not think it can be properly put in one question. 

Governor Srysoip. Well, I can report to you, Mr. Chairman, that 
the matter of Workmen’s Compensation and Minimum Wage Law of 
the Canal Zone has been of some concern to me since I have been here 
and within the last 4 months we have developed legislation which I 
hope I can get through channels to the Congress in this session cover- 
ing just those items. I realize we have had a vacuum here in that and 
we hope to get this through. I think that will answer that. 

As far as subcontracting is concerned, I will put it this way: In 
general, in our approach to the work done by contracting, we fol- 
low States policies. The Government of the United States has al- 
ways felt that it is preferable to have its work done by outside con- 
tractors rather than this except in specialized locations and it may be 
said that Panama Canal is one of them. We feel, however. that the 
policy of contracting work here has been very successful. There are 
certain types of work—and you [Colonel Arnold] correct me if I am 
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wrong because there’s the man with the details—that we do not sub- 
contract, such as painting. Painting is done by the primary con- 
tractor. On other types of work, such as possibly the large contract 
we are going to let bor the 25-60 cycle, generally speaking it’s custo- 
mary that the general contractor does subcontract some work. In 
other words, if it’s a large manufacturing company that is mainly the 
supplier of the heavy electrical equipment as you know the shell of the 
building would be subcontracted, the substation, and maybe some of 
the other elements that go within rather than letting a number of 
smaller contracts. Our forces carefully inspect any work that is done 
by contractors, subcontractors or others. We also have the contractor 
submit his subcontractor for approval, and that the system, as I say, 
has been quite successful. 

Mr. Garmatz. Do you have enough inspectors in the various 
branches of the trades to cover the work? 

Governor Srrsotp. We feel that he have adequate inspection. 

Mr. Garmatz. One more. I don’t know—it may take too long. 
Maybe you can put it in writing for the record. What formula is 
used to fix your rent rates? 

Governor Srrsoxp. I have it in writing. I will submit it or read it. 

Mr. Garmatz. The whole thing there? Suppose you just submit it 
for the record; at least we will have a copy of it. 

(The information follows. ) 


FORMULA FOR ESTABLISHING HOUSING RENTALS FoR UNITED STATES-RATE 
EMPLOYEES 


The formula used by the Panama Canal Company in the establishment of 
rental rates for United States employees’ quarters was developed by the Bureau 
of the Budget as the result of the Company’s request for exemption from the 
application of Budget Bureau Circular A-45. The formula is outlined in a 
letter, from the Director of the Bureau of the Budget, dated September 19, 1951, 
which simply provides that rents established by the Company will cover all 
costs including interest on the Government’s investment in housing. When 
Congress enacted this Circular into law by section 1413 of the Supplemental 
Appropriation Act, 1953, approved July 15, 1952, the Director of the Bureau of 
the Budget requested an opinion from the Comptroller General as to the legality 
of rents established by the Company under the terms of the Bureau’s exemption 
from Circular A-45. By recision of October 28, 1952 (B-—110835), the Comp- 
troller General held that the basis of the revised rental scale for United States- 
rate housing adopted by the Board of Directors in September 1952 was in 
accordance with the requirements of the law. Canal Zone Government costs 
are not included in the rent structure. 

The elements of cost included in rents for United States-rate quarters consist 
of the following: 

(a) Maintenance and repair of quarters. 

(bv) Other direct expenses of housing operations, referred to as general 
services, consisting of such items as care of grounds, water used by the residents, 
and termite control. 

(c) Direct costs of administering the United States-rate housing program, 
which include the United States-rate share of the cost of operating the rent 
offices and other management expenses of the Housing Division. 

(@) Depreciation. 

(e) Interest on the investment in the quarters. 

(f) Contribution to general and administrative expenses of the Company. 


Mr. Garmatz. One question that I would like to ask is that if the 


person for whom work is done is dissatisfied with it, does he have any 
opportunity to appeal to somebody and say the job is not what it’s 
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probably supposed to be for the price even though he is not paying 
for it? 

Governor SryBoip, Well, the work—— 

Mr. Garmatz. Or does he just have to take it and forget it? 

Governor SrysBoLD. Well, I don’t know that—— 

Mr. Dorn. I see a lot of heads nodding. For the record, I see a 
lot of heads nodding. 

Governor SeyBoip. Oh, I am sure there are. 

The work is done, Mr. Chairman, for the Company. If what we 
are doing, if it is whether the window is in the right place or the shades 
in the this or the that, that is something else, but they ror 
always come to the housing units and all of these are discussed wi 
the housing units. Now, I know when you have a Company housing 
of the 2,600 units that we have, I suppose there are many times when 
you can’t do just exactly what that person would like due to the fact 
that it is a question of controversy again of who pays for what, but 
we make a serious attempt, and I am sure that Mr. Crook who has 
charge of my housing uses every possible way that he has to satisfy 
our people. It might be advisable for the record to put in a group of 
pictures that we have of our housing and the comparable rents that 
are charged for this housing just to give an overall picture of the 
housing that we do furnish our people. 

Mr. Garmatz. Will you state how many rooms are in there and 
what the houses are? 

Governor Srysotp. Yes, I will put it on the back so there is no ques- 
tion about the rooms and the number. This set that I have doesn’t 
give that information. 

Mr. Garmatz. State whether the electricity is separate, the stove 
and refrigerator or any other conveniences. Give us the whole picture. 

Governor Srerzoxp. I will give you the whole item. There is an- 
other element of housing that 1 might like to—— 

Mr. Garmatz. Counsel would like to have another set. Will you 
furnish them to our counsel here for the record ? 

Governor Sryzoxp. Well, they are appended here. If that hasn’t 
the information, Mr. Crooks will give it to you. 

(The pictures of homes will be found in committee files.) 

Mr. Garmatz. We'll give one more go around. Mr. Byrne? 

Mr. Byrne. Thank you, Mr. Chairman. Governor, on this rent sit- 
uation, what would the costs be to build one of these houses, say it rents 
for $37 a month ? 

Governor SeypBotp. I will have to furnish that. 

Mr. Garmatz. Will you do that? 

(The information follows :) 


Cost oF House PRESENTLY RENTING FOR $37 PER MONTH 


A house in this rent range is a type 17-R-4, which was originally built in 
1917 at a cost ranging from $2,500 to $2,700. It is a 1-story cottage of wood con- 
struction with 3 bedrooms and 114 baths. The inclosed area is 1,550 square feet. 
A modern equivalent of this house as built in 1917 would now cost approximately 
$15,000. 
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Mr. Byrne. Now, another question. You don’t have to answer if 
you don’t want to. Do you feel that if legislation was passed refund- 
ing to the zone income taxes collected here, it would alleviate some of 
the losses and give the folks back home here some good fringe benefits ? 

Governor Seysoip. Well, of course, if the income is received from 
the outside in a manner like that, why definitely it produces fringe 
benefits. 

Mr. Byrne. Would you be in favor of legislation ? 

Governor Srygoip. Well, I call the attention of the committee to 
just one thing. 

Mr. Byrne. Or let me—— 

Governor Srysotp. That’s pretty difficult 

Mr. Byrne. Suppose we forget legislation eliminating the collecting 
of income tax. 

Governor Srysoip. Well, that was the situation before, yes. 

Mr. Byrne. Do you think that would help the situation ? 

Governor Sryzoip. Well, certainly it is a benefit to our employees 
and I can’t see but how any benefit wouldn’t produce some betterment. 
Of course, we talk about this situation ; I don’t think it is bad at all but 
certainly I would be pleased to have additional benefits to the 
employees. 

Mr. Byrne. So would I. Thank you, Mr. Chairman. 

Mr. Garmatz. Stay on that point just a second. Is it possible to 
have for the record the number of people who are paying income tax 
and roughly the amount that is collected ? 

Governor Sersoip. Well, I guess—of course, we have a record of the 
withholding. 

Mr. Garmatz. I don’t mean necessarily the names, but so many 

eople drawing so much money, who pay so much, what would the total 
income tax that the Government receives from the Canal Zone em- 
ployees be, Governor ? 

Governor SeyBoLp. We certainly have the records of the amount that 
is withheld of our own Company-Government employees. 

Mr. Dorn. That is confidential. 

Mr. Tumutry. He wants just the gross. 

Mr. Garmatz. Now, look, surely we don’t want to go into their per- 
sonal affairs. 

Mr. Dorn. They are protected by the Constitution. . 

Governor SryBotp. I would guess that the internal revenue people 
would have that for the zone. 

Mr. Garmatz. If you don’t want to give it, let’s get it from the 
Internal Revenue Service. 

Governor SrrBotp. No, I will give it for the Company-Government 
but I don’t like to give figures for the Armed Forces, CAA, and the 
rest of that 

Mr. Garmatz. No, don’t worry about that. 

Governor SryBoitp. You see because I don’t know. We will furnish 
those for the Company-Government. 

Mr. Garmatz. If counsel finds out it is proper, all right. If it is 
illegal, then we don’t want it. I would like to have it though. 
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(The information follows :) 


United States income tav withheld from payroll of United States citizens em- 
ployed on the isthmus by Panama Canal Company and Canal Zone Govern 
ment 





Calendar year | Calendar year 
| 1954 1955 





rn ne | onan uebbakacakii pecans sanmersnsemne’ $23, 921, 755 $24, 720, 503 


Withheld at source_ wha bab nibh snl tiniesbhiaes dene chadegedanseie $3, 241, 046 $3, 452, 571 
Average force of United States citizens..................-----..----.--- . 3, 700 3, 
Number of Internal Revenue W-2 forms issued_..............-..-.------ 4, 472 4, 345 





Mr. Tumutry. Governor, Mr. Mayer testified that he wanted in- 
come tax returned here, not to the employees but to be spent back 
here on what he considers to be governmental functions. I gather 
from you the employees already through this reasonable contribution 
are participating in the functions of the Company which is an alter 
ergo of the Government? Am I correct in that? 

Wrinsinee Seypotp. Well, that is quite a legal question it seems to me. 

Mr. Tumutry. I don’t mean to make it a legal question. I just 
want to say that if it is a contribution they pay, it goes to the 
Company ? 

Governor Srysotp. That’s right. 

Mr. Tumuury. Then Mr. Mayer’s position that they’re not paying 
anything is not well taken, if we can take it that is his position, 
Governor. 

Governor Srysotp. They are paying. Now, that is a relationship of 
employees to employer and for their supplies in the commissaries as an 
example. 

Mr. Tumuttry. So much is taken out as a contribution that is 
determined reasonable? 

Governor SrysBotp. They call it a contribution but actually it is a 
payment of overhead. It amounts to that. 

Mr. Tumutry. Whatever you call it, it is something you get from 
them. You used the term “contribution”; I didn’t. 

Governor Sryrsoup. Yes, we used the term. Some people talk about 
contribution but it is the accountant viewpoint of the contribution; 
not expected to be a voluntary thing. It is an accountant viewpoint. 

Mr. Tumutry. If it is supposed to be voluntary, why it’s been 
taken, extracted already. 

Mr. Garmatz. Do you want to ask another question ? 

Mr. Tumutry. Just one more, Mr. Garmatz. I just want to get one 
thing clear. That contribution is figured in not only for the com- 
missaries but also the rent, the phone charges, everything else in some 
degree ? 

Governor Srrsotp. Yes, that is the overhead. 

Mr. Tumuury. So, for every service these employees get here there 
is something taken out of—call it what you will, contribution or book- 
keeping term—which goes to the general service, general expense? 

Governor Sryrsotp. Yes, but they are paying for a direct service 
to what they are buying. I mean, the time of the comptroller himself 
is part of that cost of whatever is bought in the commissaries and that 
is the way it is. 
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Mr. Tumutry. But the fact remains that you figure out of each 
item a certain amount; so much for the rent, so much for the gas stove, 
so much for the telephone, so much for the commissary products 
purchased goes to this contribution ? 

Governor Srysoip. I have to pay the salary sometimes. 

Mr. Tumutty. I am not arguing that. I am just asking if you do 
it. I think that Mr. Mayer’s attitude would in effect put a double 
tax on these people. 

T have no further questions to ask. 

Mr. Garmatz. Governor, does it mean when they pay in so-called 
contributions it means they are paying for the clerk in the store? 

Governor Srysoip. Oh, no. 

Mr. Garmatz. In other words, if they want to pay less, they can 
probably have 1 clerk in the commissary instead of 6? 

Governor Srypotp. They can have 1 less Governor and 1 less comp- 
troller. 

Mr. Garmartz. I didn’t say that; I will swear it. 

Employees in the commissaries are probably prorated out? 

Governor Srrsoip. No, that is part of the direct cost and what the 
Congressman is talking about is really the staff charges. 

Mr. Tumutty. Just to get the point clear. This contribution is 
money paid to the general administration, the salaries of the Governor, 
the gentleman here? It is paid by the employees so that they might be 
supervised ? 

Governor Srysotp. I think they need it. 

Mr. Tumutry. But it is in the nature of a tax really, Governor? 

Governor Srrroip. No, it is a service, a definite service. 

Mr. Tumutry. But when you pay a tax, you get a service, too. 

Mr. Garmatz. We won’t argue; he has answered it. No demonstra- 
tions. 

Mr. Tomuttry. Thank you, Mr. Chairman. I have no further ques- 
tions. 

Mr. Garmatz. Mr. Byrne? 

Mr. Byrne. One more question. Governor, do you have recreation 
centers for the children evenly placed so all children in all centers can 
enjoy these facilities? 

Governor SrysBotp. We certainly have recreation centers. Whether 
they meet all the rquirements to the degree some folks feel they should, 
I don’t know. One thing—I may be stepping a little bit out of my 
line but I would like to tell the committee that one thing I think we 
need very badly and we need it now and that is a large swimming pool 
over at Margarita. We built the new community there; we haven’t 
had a swimming pool for them. Certainly they have access to small 
enough Gatun but that’s a long ways. Likwise, for reasons I haven’t 
gone into we haven’t rebuilt the one at the old Washington, so that the 
community needs that and that is very important. Right now it is 
tied up with other aspects of the treaty which we don’t want to discuss 
but I do think if there is any way, we should have that and have it right 
away. ' 

Mr. Byrne. I am all for the children, both for schools and good 
a centers to make them good citizens, and you should have 

them. 
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Mr. Chairman, at this time I would like to thank the Governor and 
all the witnesses for appearing before this committee and also the 
public for the orderly way in which they conducted themselves and for 
their frank and open statements and I hope and I pray there will be 
no repercussions from any statement made here by anyone. That’s the 
way a democracy runs, in every day, in every way, everybody’s entitled 
to his day in court. 

(Applause. ) 

Mr. Garmarz. I can appreciate the thoughts but I ask and have 
asked all week that there be no demonstrations in here whatsoever. 

Mr. Allen. 

Mr. Auien. I have no questions but I would like to add my agree- 
ment to what Mr. Byrne hassaid. I fully appreciate the assistance and 
cooperation of the Governor and the members of his staff, the great 
variety of individuals, and I might say that we should add the press. 
I think the coverage of these hearings has been better and more accurate 
than any covering of a hearing I “have been privileged to attend in 
quite a while. I ‘think it is a very fine thing and the interest of the 
people here is a reassurance to us that the determination of our chair- 
man to bring the committee down here was a proper one, appreciated 
and worthwhile. I know the information we've gained here is far 
superior to information we could get from a long distance presentation 
up in Washington. I hope that the committee report recommends that 
future committees come down at least ev ery 2 years and intervening 
years if it seems to be agreeable to the members. 

Mr. Garmatz. Mr. Dorn? 

Mr. Dorn. I have no further questions, Mr. Garmatz, but along with 
the gentlemen who have made statements, I would like to add that I 
have been v ery pleased that I was here. I think we have accomplished 
a good deal. I believe not only have we accomplished something that 
we'll be able to put into tangible legislation later on, but I feel from 
what I’ve seen around, we have done some good for the morale of 
the people in the Canal Zone. I want to join with Mr. Byrne, 
Mr. Tumulty, Mr. Garmatz, Mr. Allen, and I know the other members 
of the committee, Mr. Van Pelt and Mr. Mailliard, in thanking the 
people for their hospitality, their patience with us, and thanking the 
witnesses and of course particularly the Governor, for extending to us 
all the courtesies that have been extended to us while we are here. 

Mr. Garmatz. Mr. Van Pelt. 

Mr. Van Petr. I merely want to associate myself with the remarks 
that have already been made. 

Mr. Garmatz. Mr. Mailliard. 

Mr. Martu1arp. No comment. 

Mr. Garmatz. Mr. Tumulty. 

Mr. Tumutry. Mr. Chairman, I just would like to say one thing 
since we are bringing this to an end. I’d like, of course, to thank 
everyone, including the press and the Governor and witnesses, I’d 
like to pay tribute to our chairman who I think has conducted himself 
through a long and trying period in a way that I think evidences his 
interest in the Canal Zone and his essential fairness as a man. It 
isn’t easy to am as many Congressmen as you see here all together 
and keep them a h: you 
that—so I hope we hi ave imine to you that the Congress is 
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interested in your problems; that you are not forgotten; that you 
have men that will stand up and fight for you just as if you lived in 
their district, and I think that you, together with your Governor, if 
you have any problems, you should not hesitate to bring them to this 
committee and to our chairman who I know is deeply interested in 
each and everyone of you, and so, with a word of gratitude and tribute 
to the Governor, who I think is one of the finest men that I have ever 
had the privilege to meet, and each and every one of you, and to my 
distinguished colleagues, I think these hearings are another reason we 
are proud to be Americans. 

Governor Srysoip. This is the last word I will have this time with 
your committee. I just want to again thank you, the committee, for 
coming here. I always feel that people come down to find out things 
and it is the distinct policy of the Management and the Board of 
Directors to open the book and spread it out and see all sides of it. 
When the policy decisions are made, they will be followed. We just 
want to present the entire picture clearly as we can to your committee. 

Mr. Garmatz. Thank you, Governor. First of all [ want to thank 
you for appearing here and for your many kindnesses that you have 
extended to the committee while we have been If€re, and to your staff. 
In addition to the many things left for me to say—most of the members 
have expressed their feelings—I want to say before we close that 
Mr. Zincke and I were here last year and we spoke to our very fine 
chairman, Congressman Bonner of North Carolina, and consulted 
with him about having some hearings down here. He gave us per- 
mission to come down here. The committee was appointed and we 
made arrangements—in fact, most of the group that you see here have 
been in Europe for 6 or 7 weeks. We came back home, some didn’t 
get back home but went right to Washington for a week or two. We 
have been here 12 days—I don’t know how long—all I know is that 
we are leaving Saturday—and everyone has been very faithful in 
attending the meetings. I thank the committee, and I am very proud 
of them, and everyone and every one of our meetings have been orderly 
and on time. It has run a little over time but that is not here or 
there—our time is your time, you might say. I am very proud of the 
committee. We hope we have done some good for the Canal Company, 
for the Government, and for your Governor here and the people of 
the zone. We have tried hard and if we haven’t been successful, it 
isn’t that we haven’t tried. I want to thank you, each and every one 
of you. 

The hearings will be adjourned at the call of the chairman. 

I now close the hearings for the subcommittee. 

(Thereupon, at 12:45 p. m., hearings in the matter of providing 
for certain changes in the administration of the Panama Canal Com- 
pany were adjourned sine die.) 


x 








